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2 THE BANKER 


A Banker’s Diary 


\IR-RAID damage to parts of the City during the past 
month has caused some disturbance to traffic but 
practically none to the smooth working of 
the financial machine. Up to the present, 
indeed, by far the most serious cause of 
dislocation has been the interruption ot 
business due to the sirens. At first the 
invariable policy of the banks was to close 
their doors to the public completely and dispatch their 
entire staff to underground shelters, making up for this 
curtailment of banking hours by keeping both their 
counters and the cheque clearing open for a reasonable 
interval after the all-clear had sounded. Already, how- 
ever, arrangements are being made to reduce to a mini- 
mum the interference with business due to the raid 
warnings. In general, bank branches throughout the 
country will now remain open during warning periods. 
It is only where shelter accommodation is deficient that 
it may still be impossible to avoid temporary closing. 
fhe central institution, similarly, is now prepared to 
receive tenders for Treasury bills while a warning is in 
operation and has therefore reverted to the normal hour 
of 1 p.m. for the definite closing of the tender. On one 
‘two Fridays this was kept open until a full hour after 
the all-clear, but it is felt that short money rates are now 
so firmly pegged at the levels ruling for many months 
past that it will involve no hardship for me ‘mbers of the 
market to decide to tender at £99 14s. 10d. early in the 
morning instead of late in the afternoon. Indeed, on the 
first occasion on which the new procedure was operated, 
some members of the market actually submitted their 
tenders on the Thursday afternoon. In the discount 
market itself, dislocation due to the raids has_ been 
minimized by a great extension of the practice of 
forward dealings in bills. The banks have been suffi- 
ciently sure of their cash position to maintain a steady 
stream of forward purchases, and in effect each day’s 
business has been almost completely arranged on the 


Air-Raids 
and 
the City. 
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preceding day. This solution, of course, is only possible 
on the tacit assumption that any sudden disturbance to 
credit conditions overnight would be offset by official 
intervention. 


THE most noteworthy change imposed by the new 
conditions has been the restriction of Town clearing 
facilities to bank offices situated within the 
war area bounded by the Head and City offices 
Restriction of of the clearing banks—in other words, to 
the central offices grouped immediately 
around the Bank of England and supplying 
the needs of the financial institutions 
proper, notably the money market and the Stock 
Exchange. It is, of course, these institutions to which 
the settlement of cheques on the same day that they 
pass through—the distinguishing feature of the Town 
clearing—is most important. Outlying City branches 
performing no special function have in effect been 
relegated to the status of ordinary metropolitan branches, 
from which they differ in little but the accident of their 
physical location within the City area. In future, there- 
fore, these branches will send their clearing by post for 
settlement through the central clearing in the provinces. 
By agreement between the banks, the period for the 
return of unpaid items has been extended correspond- 
ingly and it has been announced that the customary 
time for the clearing of cheques must be regarded as in 
abeyance for the present, even in the case of the Town 
clearing. On occasion, indeed, it has been decided not to 
deal, until the following day, with unpaid items returned 
through the Town clearing, in order to prevent an undue 
prolongation of working hours. 


Clearing. 


In the sphere of credit, the most interesting development 
of the month has been the resumption of Government 
borrowing from the banks against the new 

six months’ Treasury deposit receipts in- 

fee troduced at the beginning of July. So 
Again, long an interval passed after the initial 
issue of £30 millions of these receipts in 

the first half of July that an impression 

B 
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gained ground that the Treasury was not, after all, 
proposing to make great use of the new system and 
that the Treasury bill would retain its place as the chief 
instrument of floating debt finance. This impression has 
been completely dispelled during the past month, as 
much as {110 millions having been borrowed in this shape 
in five weeks, raising the outstanding total of Treasury 
deposits to no less than £140 millions. (Credit conditions 
having throughout been so comfortable, it may safely 
be assumed that the banks have taken no advantage of 
the right to tender deposit receipts before maturity in 
payment for loan subscriptions.) Not only does the 
renewed recourse to Treasury deposits on this sub- 
stantial scale establish the role of the new form of 
borrowing as an important element in our wartime 
financial machinery, but it marks a fresh phase in 
reliance upon floating debt finance in general. 


From May until August, borrowing from the banks 
against Treasury bills lost its former key position as the 
chief means of bridging the gap between 

Partial | War expenditure and Government receipts, 
Eclipse of and consequently as the chief determinant 
Treasury of the volume of bank credit. In the three 
Bill. months to end—August, indeed, the com- 
bined money market assets of the clearing 

banks (which in the preceding eight weeks from the 
outbreak of war had shot up by £171 millions) rose 
only by a further £25 millions, a figure small in comparison 
even with the very modest expansion of only £68 millions 
in deposits over the same period. To the extent of some 
£50 millions the banks financed the Government by 
increasing their investments (largely, there is no doubt, 
by subscriptions to National War Bonds). But for the 
most part, the very large uncovered deficit for these 
months was financed out of extra-budgetary receipts of 
various kinds, which were running at a sufficient level to 
enable the public departments to take up virtually the 
whole of the £255 millions of ‘‘ tap”’ bills created during 
this period. In September, on the contrary, the Government 
was once again compelled to have recourse to borrowing 
from the banks on a substantial scale. This position 
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seems likely to continue for some months, notwith- 
standing the new system of income tax deduction at 
source, which should substantially increase the revenue 
collected during the October-December quarter. Since 
the tender Treasury bill issue has now virtually reached 
the maximum of £845 millions which is possible on the 
basis of a weekly offer of £65 millions, and since the 
authorities have not on the whole made a practice of 
selling tap bills to the banks, it would seem that the bulk 
of any future floating debt finance is likely to take the 
form of borrowing against Treasury deposit receipts. 
Thus in quite a short period Treasury deposits, the new 
fourth line reserve, may well come to occupy a place in 
the banks’ balance-sheet rivalling that of the discount’s 
portfolio itself. 


TuIs month’s resumption of borrowing against Treasury 
deposits was by no means unexpected, for at the end of 
August (as will be seen from the following 
Large table) public deposits had been reduced to 
Supplies of the low level of £8,828,000. This would 
Floating have been an exceptionally low figure at 
Credit. any time—it was in fact the lowest for 
several years—but the decline was particu- 
larly remarkable coming, as it did, only a few days 
before the heavy September 1 disbursements of interest 
on Government stocks. 


ANALYSIS OF BANK RETURNS 


({m.) 
Notes in Reserve Govt. Public Bankers’ 
Circulation Securities Deposits Deposits 
Aug. 28 .. 610,042 20,884 147,973 8,828 118,656 
sept. 4 .. 609,997 20,888 146,003 10,852 116,279 
) 608,639 22,433 139,498 13,178 107,706 
a 606,010 25,125 157,823 10,878 128,793 
25 .. 604,764 26,275 147,813 13,526 115,980 


— the issue of £40 millions of Treasury de- 
posits in the first fortnight of the month, public deposits 
had recovered only to £13,178,000 by September Ir. 
The banks’ subscriptions, however, apparently permitted 
the Treasury to pay off Ways and Means advances, to 

B2 
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judge by the marked decline in Government securities 
over these two weeks. In the following week, however, 
the issue of Treasury deposits was for some inexplicable 
reason reduced to {10 millions—a figure which clearly 
under-estimated the Treasury’s needs at a time when 
the weekly revenue deficit was running at something 
approaching {50 millions, when small savings were 
running at just under £7 millions per week and when 
subscriptions to National War Bonds were also at a 
low level. Fresh recourse to Ways and Means borrowing 
was therefore necessary and found its reflection in a 
sharp rise of {18-3 millions in Government securities. 
Bankers’ deposits, in their turn, jumped by no less than 
{21-1 millions to the unusually high figure of {128-8 
millions, the credit base having been expanded not only 
by the increase in Government securities but also by the 
continued decline in the note circulation. In the three 
weeks to September 18—the period which saw the 
intensification of air-raids on London—more than {4 
millions of notes actually returned from circulation. To 
some extent this may have been due to the return of 
notes to this country in the short period of grace before 
the import prohibition became effective. Even if this 
factor masked some slight increase in withdrawals, how- 
ever, the contraction on balance is nevertheless a remark- 
able testimony to the quiet confidence of the public. 


Tue August clearing bank figures repeated the features 
of the July returns. Though deposits reached a new 
record level of {£2,481-3 millions, the 
month’s expansion was again very moder- 
Record Bank ate, and once again as a result partly of 
Deposits and : : - age Fs = 
Somestments, & decline in transit items. Once again, as 
will be seen from the table on page 7 the 
outstanding movement among individual 
items was a sharp expansion in investments, which rose 
by a further £24-4 millions to the fresh record level of 
£682-+2 millions. This makes a jump of no less than 
{£46 millions in two months, undoubtedly reflecting sub- 
scriptions to National War Bonds rather than purchases 
in the gilt-edged market. 
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CLEARING BANK RETURNS 


({m.) 
Aug. Change on Change on 
1940 month year 
Deposits as ws “s 2,481 °3 +27°3 +236:2 
Cash ea a its el 273°3 +113 + 40°4 
Call money oe - és 147°6 + 1-8 + Or 
Bills aa - - wi 430°1 +14°7 +15I-0 
Treasury deposits ‘i ‘a 26-0 — + 26:0 
Investments .. as + 682-2 +24°4 + 82:8 
Advances ea ea acs gIg‘I —12°8 — 65°4 
Items in transit and in course of 
collection re oa ate 75°5 —I2°I 4+ 2:0 
Acceptances... iia ‘a 118-6 —14°2 — 313°8 
% % % 
Cash to deposits wee es I1-Or +0°33 + 0°64 


As in July, the sharp rise in investments provides the 
counterpart of a marked decline in advances, which at 
£919:1 millions (the lowest figure since February, 1937, 
before the rearmament boom of that year was reflected 
in increased loans for bank accommodation) show a fall 
of more than {100 millions since the outbreak of war 
and of no less than £87 millions during the past six 
months. Once again, the surprising feature of the 
returns, in view of the enormous uncovered current 
deficit, was the very slight expansion in money market 
assets, amounting to no more than {16-5 millions in 
bills and call money combined. 


TAKING the movements over July and August together, 
however, it is now rather easier to see how the Govern- 
ment has been able to finance itself re- 

cently with so little apparent recourse to 

D How the banking system. Though deposits over 

eficit was ; ‘ 

Financed. these two months show an apparent rise 
of only £12 millions, the true expansion in 

deposits was disguised to the extent of no 

less than £46 millions by the decline in transit items 
from the exceptionally high level of end—June. In 
addition, the increase in investment holdings, which for 
the most part undoubtedly represents fresh loans to the 
Government, was offset by the reduction in outstanding 
advances to private borrowers. In reality, therefore, 
the banking system financed the Government during 
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these two months to the extent of, roughly, £100 millions, 
and not of a mere {12 millions, as the figures would 
superficially suggest. The cumulative deficit for these 
two months, on the other hand, amounted to {£425 
millions, of which roughly {225 millions would seem to 
have been met from loan subscriptions—though these, 
of course, included subscriptions by the banks to National 
War Bonds, which may be estimated at some £40 millions. 
Thus it would appear that extra-budgetary surpluses had 
to provide about £140 millions during these eight weeks. 
Since gold losses can hardly be running at more than 
about {10 millions a week, this figure is still inexplicably 
high, but the general set-up is not quite so mysterious 
as it seemed from the July figures alone. 


THE Exchange Account’s gold policy has been radically 
changed during the past month in a way which in normal 
times would undoubtedly be thought to 
Exchange have the most far-reaching implications. 
Account Whereas the Account was only too willing 
Gold in the early months of the war to accept 
Policy. foreign-owned gold in exchange for ster- 
ling, such purchases were definitely dis- 
continued towards the end of August, clearly for the 
reason that to buy gold at the official rate would in 
effect make the seller a present of the heavy costs of 
transporting gold across the Atlantic. This was followed 
a few weeks later by the suspension of export licences 
for gold. Instead, foreign holders wishing to dispose of 
their gold were given the option of lending it to the 
Treasury for the duration of the war against the right to 
receive delivery of gold in Canada at the end of 
hostilities to the extent of 95 per cent. of the amount 
so lent. This deduction of 5 per cent. should be 
regarded, not as a negative rate of interest or a disguised 
reduction in the official buying price for gold, but merely 
as payment for the transfer of gold across the Atlantic. 
All the same, the implications of these measures as 
affecting the status of gold might clearly be very far- 
reaching in principle, though fortunately only small 
amounts of gold are actually affected in practice. 








War-Time Export Guarantees 
By J. H. Magowan 


Deputy Comptroller-General of the Export Credits Guarantee Department 


HEN war broke out in September 1939, the 
\X/ Export Credits Guarantee Department was 
operating, in respect of exports on a short-term 
credit basis, the Credit Insurance Scheme described in 
THE BANKER of February 1939. Under this scheme the 
Department insured the exporter who declared all his 
overseas business to the Department against the in- 
solvency of his foreign buyers. The scheme was adminis- 
tered as an insurance enterprise on a commercial basis 
and showed a steadily increasing turnover of export 
business facilitated. Its central feature was the solvency 
policy which is still issued and known as the ‘‘ Compre- 
hensive Guarantee.’’ The title ‘““ Comprehensive ”’ is due 
to the fact that the policy comprehends the whole of an 
exporter’s business for a period of twelve months; but 
insolvency was and is the only risk covered by the 
Comprehensive Guarantee standing by itself. Under the 
terms of this policy the exporter is entitled to recover 
from the Department 75 per cent. (or, by arrangement, 
85 per cent.) of any loss resulting from the insolvency of 
a foreign buyer, deliveries to whom have been declared 
to and approved by the Department. Recoveries, if any, 
are shared between the Department and the exporter in 
the proportion in which the loss has been shared, i.e. 
75 per cent. and 25 per cent., or 85 per cent. and 15 per 
cent. Trade in practically all the export markets of the 
world was, and with war-conditioned exceptions is, 
eligible for the guarantee. 

In 1935 it had been found desirable and practicable to 
issue, as a supplement to this Comprehensive Guarantee, 
a guarantee to the exporter that a debt owing to him by 
a solvent buyer in any named country would be trans- 
ferred within six months of its due date. This additional 
facility, which was given in the form of an “‘ Addendum ”’ 
to the Comprehensive Guarantee, was the Department’s 
answer to the difficulties arising from exchange restric- 
tions and clearing delays. It was at once taken up widely 
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and became an important feature of the Department’s 
facilities. 

Apart, therefore, from its activity in the field of 
Medium Term business, and its administration of various 
Governmental Credit and Guarantee Agreements, the 
Department was, when the war broke out, engaged in the 
operation of this credit insurance scheme, to which was 
attached a system of optional guarantees in respect of 
transfer difficulties. It is in connexion with, and out 
of considerations surrounding, the Transfer Addendum 
that the war-time measures of the Department have 
developed, but it is the original Credit Insurance system 
which remains the core of the war-time guarantees that 
have been devised and made available to exporters. 

It was not explicitly contracted in the Transfer 
Addendum that the guarantee covered hostilities or the 
inability on the part of the foreign buyer to make 
payment because of the severance of diplomatic or 
commercial relations between his country and the United 
Kingdom. But when war broke out the Department 
tacitly assumed liability in respect of Transfer Addenda 
issued for sales to Germany and, later, Poland. This 
acceptance of transfer liability in the cases of Germany 
and Poland was a first step towards the subsequent policy 
of the Department, viz. the assumption of risks outside 
the commercially insurable field where it can justifiably 
be claimed that the exporter is entitled to protection by 
Government in the national interest. 

As a result of its action in accepting transfer liability 
in these cases, the demand for the Department’s facilities 
rose considerably. Transfer cover in respect of countries 
which were in some danger of having their communica- 
tions with the United Kingdom upset or cut off through 
war developments was taken out by most holders of 
solvency policies, and many exporters not particularly 
interested in solvency cover as such took out Compre- 
hensive Guarantees, i.e. solvency policies, for the sake 
of the Transfer Addenda to be obtained therewith. 
Premium rates were generally maintained at pre-war 
levels, and there is no doubt that the Department’s 
facilities were, in the event, found to be a cheap and 
effective safeguard by exporters who had cover in respect 
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of Denmark, Norway, Belgium, Holland, France and 
Italy, for they were able to fall back on the Department 
when remittances from these countries ceased as a result 
of war developments. 

The Transfer Addendum having come to be clearly 
recognized as a form of guarantee against certain 
war-time risks, there arose an insistent call for an 
extension of the guarantee so as to cover a wider field 
of risk than that actually stipulated by the policy. It 
was, for example, impossible for the exporter in all cases 
to prove that the goods in respect of which he made 
a claim against the Department’s guarantee had actually 
reached the buyer. In April the text of the Transfer 
Addendum was amended so as specifically to include 
the war risk and give go per cent. cover in place of 
the hitherto 75 per cent. The Department in practice 
admits a claim wherever goods have been despatched 
to a foreign market, are not received nor paid for by 
the foreign buyer, and are irrecoverable by the exporter. 

By the spring of this year, therefore, the Department 
had so extended its Credit Insurance and Transfer 
facilities as to guarantee to the exporter who took out 
a Comprehensive Guarantee with Transfer Addenda that 
he would recover at least go per cent. of any debt, 
payment of which was prevented by exchange difficulties 
or catastrophic happenings such as invasion of the buyers’ 
countries, and at least 75 per cent. of his loss in the case 
of the insolvency of a buyer. The invasion of Denmark 
and Norway, however, drew attention to a further need 
on the part of exporters, particularly manufacturers ; 
namely, some form of security against the loss which 
could be incurred by exporters who were in process of 
manufacturing or assembling consignments of goods for 
customers in countries which might be suddenly cut off. 
These goods are in many cases made to special order 
and sometimes have a re-sale value considerably less 
than the price contracted for by the foreign buyer. To 
meet such cases, the Department decided to offer a 
Pre-Shipment Policy by which a guarantee was given to 
the exporter that, against declaration of all orders on his 
books and subsequently received, and payment of a small 
premium thereon, 75 per cent. of the loss incurred 
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through inability to ship goods ordered would be 
made good to him. This Pre-Shipment Policy was made 
available either as a further Addendum to the Compre- 
hensive Guarantee or (to meet the case of firms, especially 
manufacturers, whose terms of business precluded the 
need for solvency or transfer cover) as an independent 
separate policy. 

The Department had now built up a network of 
war-time insurance facilities whereby the exporter was 
safeguarded from the moment of accepting an order 
until he received his money in this country. The Pre- 
Shipment Policy, the Comprehensive Guarantee, and the 
Transfer Addendum between them covered very nearly 
the whole trade process from the time at which a contract 
was made or order received until it was finally liquidated 
through the receipt of full payment by the exporter. 
Nevertheless this was a piecemeal series of policies, and 
it could not be denied that there were some gaps (e.g. 
risks of loss on trans-shipment, frustration or diversion 
of voyage) which were not specifically covered by any 
of these three documents and could not elsewhere be 
insured against. In order to meet the demand for a 
single policy which would give to the exporter a Govern- 
ment guarantee in respect of a high percentage of any 
loss which the exporter might suffer in war-time trade 
from causes beyond his control outside the United 
Kingdom, and not insurable either with another Govern- 
ment Department or commercially, it was decided to 
make available a further and really comprehensive 
facility which is known as the All-in War Emergency 
Policy. 

This document contains all the cover of the Pre- 
Shipment, Solvency and Transfer policies, together with 
some other safeguards hitherto not available from any 
source. It justifies its name of “ All-in”’ policy in that 
it proceeds to specify the few risks which are excluded 
from, rather than to enumerate those which are included 
in, the cover. Briefly, it guarantees to the exporter a 
percentage—85 per cent. in the case of the insolvency of 
the buyer, 90 per cent. in all other cases—of any loss he 
may sustain as a result of his being unable to deliver, or the 
buyer being unable to accept or pay for, goods ordered ; i.e. 
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contracts are insured rather than shipments or debts. The 
only causes which are excluded are the exporter’s own 
insolvency, acts of war, civil commotion etc., within the 
United Kingdom, and Governmental regulations, etc., 
restricting the manufacture or prohibiting the export of 
goods which are the subject of a contract. (Generally 
speaking the Department gives protection only against 
events occurring outside the realm and beyond the control 
of United Kingdom authority.) Cover is also provided 
against losses due to increased costs which may be 
incurred as a result of frustrated voyage, unforeseen 
trans-shipment, etc. In fact the policy sets out to give 
the exporter cover against all risks not otherwise in- 
surable as well as against the risks specified in the Pre- 
Shipment policy, Comprehensive Guarantee, and Trans- 
fer Addendum. To bring these separate policies into line 
with the All-in War Emergency Guarantee—which is 
an additional or alternative facility and does not super- 
sede any of the Department’s existing guarantees—the 
extent of cover afforded by the latter can be extended 
at the option of the insurer to 85 per cent. on insolvency 
and go per cent. on pre-shipment and transfer, instead 
of 75 per cent. on insolvency and pre-shipment which 
were hitherto the limits of the Department’s cover. 
Another and quite independent facility has also been 
provided by the Department to assist the export drive. 
During the summer, important changes in War Risk 
Insurance Rates and in some freight rates occurred and 
gave rise to the complaint that exporters were greatly 
handicapped by such changes in their ability to quote 
firm c.i.f. prices. It was also represented that contracts 
on an f.o.b. basis were jeopardized owing to the foreign 
buyer’s uncertainty regarding the insurance and freight 
costs which he would have to meet. The Department 
therefore made available an insurance policy to deal 
with c.it. charges. By this C.I.F. Policy the exporter 
is enabled, for a premium of Is. in the £ on the 
c.if. charges estimated for any given contract, to quote 
a firm c.i.f. price for as much as six months ahead. The 
policy guarantees that if the exporter’s estimate of 
c.i.f. charges in any given contract is falsified at the 
time of shipment as a result of an intervening increase 
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in the rates for Government War Risk Insurance, Marine 
Insurance, and/or freight, the Department will make 
up the difference. Only rate increases are covered by the 
Policy; unforeseen expenditure such as increased freight 
and insurance charges due to diversion or frustration of 
voyage are covered by the All-in War Emergency 
Guarantee and not by the C.I.F. Policy. 

This brief account of the evolution during the first 
year of war of the Department’s activities in the field of 
short-term export guarantee business, from a mainly 
Credit Insurance enterprise to a War Emergency Guar- 
antee system which covers the whole field of export war 
risks not otherwise insurable, is a necessary introduction 
to any more detailed account of the various facilities 
now operated by the Department. In addition to the 
guarantees of which mention has been made above, 
““ Market Policies ’’ and “‘ Specific ’’ Policies are available 
to meet special cases. Full description of the facilities 
available are given in leaflets which are distributed 
through Export Groups or supplied on request direct 
from the Department (g Clements Lane, E.C.4) or its 
branches at Manchester, Birmingham, Bradford, Shef- 
field, Glasgow, Newcastle, and Belfast. The Department 
itself has a purely civil service executive but control of 
underwriting and grants of credit limits to buyers abroad 
is conducted in consultation with an Advisory Council 
and its general policy is supervised by an Executive 
Committee. Both these bodies are representative of 
finance, industry, trade, and organized labour. Close 
contact with the Executive Committee of the Export 
Council and with the Treasury, Board of Trade, Foreign 
Office and other Government Departments within whose 
competence some or other aspect of export furtherance 
may lie, has, of course, been an essential element in the 
Department’s ability to make the speedy response to the 
war-time needs of export trade which the new and 
unprecedented guarantees constitute. 
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Export Policy Reviewed 


HREE months ago, the problem of increasing our 
export trade was temporarily pushed into the 
background by the collapse of France. That 
tragic event left this country in a position in which, for 
the moment, nothing counted but to press on with all 
possible speed the production of actual instruments of 
war. The success achieved in this direction is measured 
by our successful resistance to air attack and firm con- 
fidence that an attempted invasion could not hope to 
succeed. This rapid expansion of war output, however, 
was made possible by methods eminently suited to a 
short-run effort but definitely uneconomic in the long 
run. For a limited period, output can be increased by 
working seventy hours a week and even more; in the 
long run this is actually detrimental to production. 
Similarly, for a short time war production can be increased 
by relegating exports to second place, because essential 
imports can be maintained by drawing upon foreign 
exchange reserves. These reserves, however, are not 
unlimited. 

Admittedly, even in a long war—and who now doubts 
that it is going to be a long war ?—exports might still be 
subordinated to the needs of domestic war production if 
it could confidently be assumed that our foreign exchange 
reserves will sooner or later be supplemented by credits 
from America. Privately, no doubt, one may feel that 
it would belittle short of incredible if American assistance, 
to what is after all a common cause, should ever be with- 
drawn for lack of the means of payment. So long as the 
Johnson Act and the Neutrality Act remain on the 
statute book, however, it clearly cannot be taken for 
granted that American loans — be forthcoming as and 
when needed. For the time being, policy must be based 
on the assumption that exports provide the only means, 
other than the depletion of our limited capital assets, 
of obtaining essential supplies from abroad. Exports, in 
other words, merely represent war production at one 
remove. This means that the export industries must 
enjoy a priority in respect of raw materials and other 
scarce resources ranking second only to the demands of 
war production which can most efficiently be carried out 
at home, and certainly ranking a long way ahead of any 
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demands of the civil population which are not absolutely 
vital to the maintenance of health and efficiency. And 
it means also that the expansion of exports by every 
conceivable means must be regarded not as a problem of 
minor importance but as a major object of Government 
policy. 

It would be difficult to argue that official efforts in 
this field up to the present have been anything like 
adequate. A great deal of progress, it is true, has been 
made in recent months, which in sum must prove of 
considerable assistance to our export drive. The facilities 
of the Export Credits Guarantee Department, as is 
explained in the preceding article by the Deputy Comp- 
troller-General of the Department, have been extended 
almost beyond recognition to provide almost complete 
cover for the British exporter against the manifold risks 
arising out of war conditions which for a time proved so 
strong a deterrent to export enterprise. More recently, 
the United Kingdom Commercial Corporation, originally 
established mainly for pre-emptive purchases in the 
Balkans as an aspect of economic warfare, has—as ex- 
plained in a later article in this series—greatly enlarged 
its functions. Though the Corporation will not itself 
trade, it will offer assistance to existing organiza- 
tions and facilitate the opening of new channels, as well 
as helping to build up adequate stocks of British goods in 
the South American markets, whose importance as an 
outlet for British exports is also discussed in this series. 
Similarly, British Overseas Cottons has been established 
to promote cotton exports with the assistance of the 
funds produced by the levy on raw cotton. 

Beneficial results for the export trade are also to be 
expected from recent Governmental activities of a more 
general nature. <A series of payments agreements have 
lately been concluded with a number of important neutral 
countries. These should not only facilitate bilateral—and 
perhaps latereven multilateral—trade with these countries, 
but have incidentally helped to reduce almost to vanishing 
point the area within which free sterling circulates. 
Thanks to this policy, therefore, the lamentable depre- 
ciation of sterling associated with the slump in the free 
rate in the first half of the year has now been corrected, 
for the rate of exchange for sterling provided for in 
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these agreements is invariably based upon the official 
dollar rate. Regrets have been expressed that this 
policy of rehabilitating sterling has not been carried to 
the point of turning the terms of trade still further in 
our own favour. At this point, however, one comes 
directly up against the problem of price, a fundamental 
question which has been largely ignored in all the piece- 
meal attempts which have been made to deal with the 
export problem, such as the limitation of the amounts 
which may be sold for domestic consumption. So long 
as the export drive continues to be based, as at present, 
entirely upon private enterprise, there is clearly a limit 
to which exchange rates can be manipulated in order to 
turn the terms of trade in our favour without, at the 
same time, seriously jeopardizing the ability of private 
manufacturers to export at all. It is only when the 
country is both buying and selling in a particular market 
as a single unit that it is possible to take full advantage 
of these monopolistic methods to obtain our imports 
on the cheapest terms per unit of imports. When the 
initiative in exporting rests with the private firm, and 
the ability to show a sterling profit is the sole criterion 
of whether goods should be exported at all, the only 
result of securing too favourable a rate of exchange for 
sterling may be to hamper the export trades. 

It is this indifference to the vital question of price 
which is the chief limitation on the results to be obtained 
by the export groups, whose formation has represented 
the Government’s chief contribution to this problem. 
As has already been pointed out in our columns,* the 
export groups are in no sense co-operative selling organi- 
zations charged with placing British goods in foreign 
markets. They are not even represented abroad, but 
have confined themselves to smoothing out the purely 
domestic difficulties of their members in securing raw 
material supplies and export licences. There has been 
no attempt to limit competition between British firms 
in foreign markets, nor to ensure that exporting firms 
pass on any orders with which they cannot cope to other 
British firms which are less fully employed, even if this 
should mean disclosing cherished connections to trade 
rivals. In war asin peace, in other words, the price system 











* See ‘‘Are Export Groups Enough.”” THE BANKER, June, 1940. 
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and the profit motive still govern the volume and direc- 
tion of our export trade, even though in wartime such 
considerations cannot possibly decide which exports are 
truly advantageous. From the national point of view 
there can be only one test: would the proceeds of 
a particular export enable us to import a larger volume 
of vital supplies than could be directly produced at 
home by using the resources for this purpose instead of 
for export manufacture? The apparent profit or loss on 
the transaction cannot possibly show whether this con- 
dition is fulfilled, since it provides no measure of the 
cost—due to unemployment and loss of special pro- 
ductivity—if it were attempted to divert the resources 
in question to direct war production. 

Latsser-faire methods are particularly inappropriate 
when the domestic price system is not even free but 
has been deliberately manipulated so as to maintain 
artificially low prices precisely for those materials which 
are most urgently needed for war production at home. 
When materials are allotted to export industry at such 
artificially low prices, the apparent profit on the trans- 
action greatly exaggerates the advantage of that so 
from the nation: i point of view. On the other hand, 
factors of high productivity can be maintained in shett 
existing uses by exporting their products instead of 
diverting them to direct war production, then it would 
probably pay to export even if this showed a sterling 
loss at the current rate of exchange. What is required, 
clearly, is a system of selective “exporting on lines so 
foreign to ordinary business usage that it could in prac- 
tice ‘be conducted only by special State-owned com- 
panies, free to weigh up transactions in real terms 
without regard primarily to the sterling profit and loss 
account. These companies would not compete with 
industries which can profitably export on the basis of 
the ruling exchange rate, but would make it their 
central function to promote exports which under the 
present system could not otherwise take place. For 
example, the State trading companies would buy com- 
modities for export if there were good reason to restrict 
civil consumption of them, or if, in the absence of such 
export purchases, labour and plant would be lying idle. 

This selective policy, it will be noted, is quite distinct 
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from a policy of generalized export subsidies designed to 
bolster up the prevailing rate of exchange in spite of 
a rise in domestic costs and prices above world levels. 
Nevertheless, it is clear that the State trading companies 
would incur sterling losses which, it is suggested, might 
be borne by the Exchange Account, in the same way 
that the Exchange Account carried the sterling losses 
resulting from the sale to the Bank of England, at the 
statutory price, of gold which had been acquired at the 
much higher price ruling in the open market. For this 
reason, any plan for differential exporting runs up against 
the same objection which is opposed to the proposal of 
export subsidies proper: namely, that it would incur 
retaliation from importing countries. How jealously 
individual countries, however sympathetic to our cause, 
strive to protect their own trading interests may be 
judged, for example, by the alacrity with which the 
United States manufacturers have taken advantage of 
the handicaps on this country’s export trade to increase 
their own sales in Latin America, and by the objections 
raised to the purchase tax on the grounds that it would 
be included in the calculation of price for the valuation 
of our exports by the American customs. Clearly there 
are considerable administrative obstacles in the way of 
any such scheme. Nevertheless, if the true economic 
basis of a wartime export drive were once fully grasped 
and accepted by our own authorities, it is difficult to 
believe that some satisfactory arrangement could not 
be made with a sympathetic U.S. administration and 
with other friendly governments. 

Even if so radical a revision of export policy cannot 
yet be hoped for, there is one fundamental change which 
is possible within the framework of private enterprise. As 
an Australian critic pointed out in our issue last month, 
our export drive up to the present has largely dissipated 
itself in flooding the markets of the Dominions and 
other sterling area countries with British goods, an undue 
proportion of which have been non-essential goods. It 
is pointed out that if the Empire is considered as a single 
unit, as it clearly should be, the production of such goods 
represents pure waste from the point of view of the war 
effort. It has at last been recognized that the production 
of non-essential goods for our own civil population runs 
Cc 
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counter to a maximum war effort. Yet Britain is 
wasting effort by producing non-essential goods for the 
Dominions, and counting it a virtue to do so. Spurious 
exports of this kind completely fail to bring in dollar 
or other non-sterling exchange, which is the over-riding 
object of exports in wartime, and are not needed to secure 
essential imports from the Empire, which for the most 
part would be forthcoming in any case. The very least 
that may be expected in the new and vital phase of our 
export drive which is now beginning is that authori- 
tative control should be exerted to prevent waste of 
effort of this kind and direct trade into channels where it 
performs a useful function. 


The Scope for Overseas Trade 
Expansion 
By Walter Hill 


INCE the Nazis now control virtually all the man- 
S power and resources of the Continent—which are 

appreciably greater than those available within 
this island—we cannot hope to reach superiority in 
striking power unless we can draw freely on the vast 
resources of the Empire and of the rest of the world. 
Besides foodstuffs and raw materials we must import a 
growing volume of expensive war tools, such as aircraft, 
tanks, guns and other weapons, chiefly from North 
America. These imports must be paid for. The Johnson 
Act prohibiting the granting of credit to this country by 
the United States, for example, is still in force. True, we 
have large resources in foreign investments, bank balances 
and gold, the draft on which has so far been compara- 
tively small—during the first twelve months of the war 
the excess of imports (valued c.i.f.) over exports (valued 
f.o.b.) was only £227 million more than during the 
corresponding period a year earlier. Large though our 
gold and other overseas assets are, however, they are not 
unlimited, and they are insufficient to pay for the growing 
stream of munitions that we shall require in order to 
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break the military power of the Nazis. We shall have to 
rely for the means of payment, in a large measure, on the 
proceeds of our exports. No efforts must therefore be 
spared in maintaining these at the highest possible level, 
consistent with the demands of our own war production. 
The extent to which Britain can import and export 
depends, among other things, on our ability (a) to secure 
access to overseas supplies, (b) to secure overseas markets 
for our own products, (c) to devote men, materials and 
machinery to the export trade, and (d) to provide and 
maintain the necessary transport facilities. The outlook 
may be examined under these four heads. 


I 


First, can the countries to which we have access 
produce the foodstuffs, raw materials, chemicals, 
machinery and munitions that we need in order to win 
the war? This question must be considered in the light 
of the facts that we are now virtually cut off from 
Continental sources of supply and that the Nazi-con- 
trolled countries, in turn, are denied access to the 
resources of the rest of the world, with the important 
exception of Russia. The table on page 22 shows to what 
extent we drew our requirements of the main classes of 
commodities from the Continent, from other foreign 
countries and from the Empire in the last pre-war 

ear. 

, So far as basic foodstuffs and raw materials are con- 
cerned, Europe’s pre-war imports from the rest of the 
world generally exceeded the quantities sent by it to this 
country. The supplies now available to us in exporting 
countries to which we have access are therefore bigger 
than before. Indeed, many exporting countries will be 
faced with serious difficulties in their efforts to dispose of 
their surpluses, for Britain herself is unable to import 
all the commodities hitherto sent to Continental Europe. 
In consequence we shall be able to satisfy our require- 
ments of many primary products at reasonable prices; 
which means that the volume of wheat or meat we shall 
be able to secure in exchange for a given unit of manu- 
facture, such as a motor-car, will tend to increase. 


c2 
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TABLE I 
DISTRIBUTION OF U.K. ImporTs, 1938 
Derived from: 


Total Euro- British Foreign Countries 
Value pean Countries Countries not sep- 





Countries outside _arately 
Europe specified 
£000. % va ea 

Grain and flour .. 74,434 12-7 51-0 34-2 “1 
Meat ie .. 90,695 26-8 39°7 322 1-3 
Dairy produce -. 79,999 45-1 48-0 4:9 2-0 
Non-ferrous metals 16,217 7-4 56-9 28-7 1:0 
Wood and timber .. 42,900 65-4 22-3 9-5 2-8 
Oil and oilseeds .. 30,611 7-4 53-4 35-9 3+3 
Hides and skins un- 

dressed .. 18,249 32-7 34-1] 26-0 7-2 
Paper-making mate- 

rials us .. 16,045 82-0 3°5 8-4 6+1 
Iron and steel manu- 

factures .. -. 14,505 69-8 13-8 14+7 1-7 
Machinery .. .. 21,838 45°7 6-9 44-4 3-0 
Chemicals, etc. -. 2aans 6-7 11-3 25-3 2-7 
Oils, fats, resins .. 44,123 11-0 10-4 77°8 0-8 
Total imports (in- 

40-4 29-4 


cluding other goods) 920,438 30-2 

In individual foodstuffs, we may not be able to 
import as many eggs or as much butter and pig-meat as 
before. But we have access to more grain, sugar, tea, 
coffee, vegetable oils, beef and mutton than we are likely 
to want for the sustenance of the population. In raw 
materials, we only derived a very small proportion of 
our requirements from the Continent. The great majority 
of them, such as rubber, oil, non-ferrous metals, steel 
alloy metals, cotton, wool are normally derived almost 
exclusively from countries outside Europe. Virtually all 
of these materials are in abundant supply in the countries 
to which we have access. There are some exceptions, 
such as timber, iron ore, quicksilver and flax, which have 
hitherto been secured chiefly in Europe. But our needs 
of timber and timber products can be covered by in- 
creased home production and bigger imports from Canada 
and Newfoundland; Continental iron ore can be replaced 
by domestic ore and by the use of more scrap; quicksilver 
can be replaced by other substances for many purposes ; 
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and there is hardly any purpose for which other textile 
fibres cannot be substituted for flax. 

In certain finished materials, the loss of Continental 
supplies has been more serious, for in 1938 we imported 
from that source 69-8 per cent. (by value) of our total 
intake of steel, 60-7 per cent. of our chemicals and 
45°7 per cent. of our machinery. These losses, however, 
have been made good by our ability to draw increasingly 
on the immense manufacturing resources of North 
America. For example, the United States is in a position 
to produce twice as much steel as the countries under 
Nazi control. North America is also our chief source of 
imported munitions; and its munition-making capacity, 
which is potentially far greater than that of the Nazis, 
is being steadily developed. 

There is no doubt whatever that the countries to 
which we have access can furnish us with the foodstuffs 
necessary to sustain the population, with the raw 
materials required for conversion into munitions and 
exports, and with the finished tools of war needed to 
gain superiority in striking power over the Nazis. 


II 


Secondly, can we secure additional markets for our 
products and, consequently, the means of paying for 
increased supplies of munitions? The problem is not 
merely that of finding alternative markets for the com- 
modities hitherto exported to the Continent but of 
increasing the total value of exports. As the second 
table shows, the proportion of the total value of our 
exports sent to the Continent in 1938 was 30 per cent., 
or the same as the percentage of our total imports 
derived from that source. To find alternative markets 
for nearly one-third of our exports seems a formidable 
task. The difficulties in the way of increasing our total 
exports seem almost insuperable at first sight. 

In actual fact, however, the task of finding increased 
outlets for British goods should not be insuperable. If 
we are increasing our purchases in the United States and 
elsewhere, we are automatically providing these countries 
with the means of buying more from us. And in con- 
sequence of the elimination of our Continental com- 
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petitors, it should be all the easier to canalize additional 
orders to this country. On the basis of the 1938 figures, 
the transference of our custom from the Continent to 


the rest of the world would involve an increase of about 
£300 million in our imports from countries outside 


TABLE II 
DISTRIBUTION OF U.K. Exports, 1938 
Proportion to 


Total Euro- British Foreign Countries 
Value pean Countries Countries not sepa- 
Countries outside rately 
Europe specified 
foo % % % % 
Machinery .. .. 57,907 24-3 55°8 14-1 5+8 
Iron and steel manu- 
factures .. -- 41,599 13-0 63+7 17-7 5:6 
Vehicles... -- 44,640 20-2 55+4 14-8 9-6 
Coal a o«» Sogee «(F287 14-9 12-5 0-9 
Cotton piece-goods 31,967 15°8 58°7 23-0 2-5 
Woollen and worsted 
yarn and manu- 
factures .. .. 26,816 38-3 37°6 18-5 5:6 
Chemicals, drugs, 
dyes and colours 22,049 17:6 60-°4 14-1 7-9 
Textiles other than 
cotton, wool and 
silk a .. 14,883 15°9 49-3 22-5 12°3 
Electrical goods and 
apparatus . 13,434 10-1 69-1 6°35 14-3 
Non-ferrous metal 
manufactures .. 12,326 40-2 38-1 11-9 9-8 
Home - produced 
spirits .. 11,365 3-1 33+2 53°6 10-1 
Cutlery, hardware, 
implements and 
instruments ea 9,032 15-2 61-6 6-9 16-2 
Apparel ‘8 oe 8,519 14-9 70-9 7-1 7+1 
Paper ‘is .« ©6932 7-3 775 5°8 9-4 








Total exports (includ- 


ing other goods) 470,883 29-7 49-9 20-4 
Europe. An increase in exports of this magnitude would 
not only make good the loss of the Continental market, 
but it would actually raise our total exports by one- 
third. Much will, of course, depend on the prices at 
which we can offer our goods. These, unfortunately, 
have shown an upward trend, due to the rise in domestic 
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conversion costs and in shipping charges. Fortunately, 
the goods that we have hitherto sent to the Continent 
are, with the important exception of coal, the kind of 
goods that are likely to find buyers elsewhere. Types 
and specifications will, naturally, have to be adapted to 
the needs of the new markets. But this need not cause 
very much trouble. The difficulties of finding additional 
markets should not therefore be insuperable, provided 
determination and drive are brought to the task. 


III 


Thirdly, can we devote more manpower, raw materials 
and plant and machinery to the export trade? The 
majority of raw materials are available in abundance in 
countries to which we still have access. And, as a result 
of the heavy imports since the beginning of the war, it 
has been possible to make substantial allocations to the 
export trade. Provided we can maintain transport 
facilities, the raw material problem should not give rise 
to serious difficulties. 

Nor should it be impossible to draft more workers into 
the export trades, in spite of the growing requirements of 
the munition factories andthe Armed Forces. Millions of 
persons of working age are still neither in the Services, 
nor in the munition factories, nor in export industries. 
They are to be found in the consumption goods industries, 
in the distributive trades, in banking, finance and 
commerce, and in the home. If we are to devote to the 
war effort (and this includes the export trade) ali the 
manpower not essential for the provision of goods and 
services necessary to the maintenance of the health and 
efficiency of the population, it is urgently necessary to 
find more workers for export, besides manning our 
munition factories and our defences, at least for some 
time to come. 

Plant and machinery, on the other hand, cannot be 
increased at short notice, and extensions are most urgent 
in the munitions industries. Nevertheless, the limits put 
to the export trade by the shortage of plant must not be 
exaggerated. In the consumption goods trades existing 
machinery is not only not fully utilized, but it is still 
turning out goods for home consumption, either in excess 
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of the needs of the population or of a kind we can do 
without during the war. Even in the metal trades the 
plant available is not yet utilized as fully and as efficiently 
as possible. If all the existing capacity were fully 
occupied and efficiently utilized, and if production for 
the home market were cut to essentials, a good deal of 
additional machinery could be employed on the pro- 
duction of goods for export, though in some industries 
the capacity devoted to this end may have to be reduced 
later on and turned over to munition work. At present, 
the proportion of our resources devoted to the export 
trade could undoubtedly be increased. But much will 
depend on the course of the war and, especially, on the 
extent of the damage and on the loss of efficiency caused 
by air raids. 
IV 

Lastly, can we provide and maintain the transport 
facilities necessary to the expansion of trade? Without 
these the access to overseas supplies, the existence of 
overseas purchasers for our goods and the expansion in 
the output of the export industries would be of little 
avail. In shipping tonnage our position is encouraging, 
for the increase in the average hauling distance, due to 
the virtual cessation of trade with the Continent and the 
virtual closing of the Mediterranean, and to the loss of 
ships through enemy action, have been offset by the 
accession of the greater part of the vessels owned by the 
countries defeated by Germany and by new building. In 
fact, our capacity to import and to export is now as 
great as it was at the outbreak of the war. And, even at 
the increased rate of loss, our shipping capacity will not 
be seriously impaired for many months to come. 

But shipping capacity is only one link in the transport 
chain. The ships must be loaded and unloaded, and the 
commodities must be transported to and from the ports. 
Fortunately, the combined handling capacity of our ports 
is far in excess of the volume of goods actually handled in 
recent years. And the Nazis can hardly bomb all the 
ports all the time. Similarly, the rail and road transport 
facilities available in this country appreciably exceed the 
traffic carried in recent years. Indeed, we possess a 
safety margin in both ports and in land transport facilities 
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which should prevent the Nazis from seriously impairing 
the movement of goods by bombing. But this safety 
margin is very precious; and its preservation by efficient 
organization, providing for speedy repairs and transfers, 
must be one of the chief tasks of the authorities. 


V 

Thus a review of the position shows that the resources 
of friendly countries are more than sufficient to enable 
Britain ultimately to secure superiority in striking power. 
We can tap these resources, for, apart from possessing a 
large fund of purchasing power in the form of foreign 
assets and gold, we can finance them by increased 
exports. We can find the manpower, materials and 
plant required to increase exports for this purpose and 
we can find buyers for our goods. We also have the ships 
to bring supplies to our shores and to take our manufac- 
tures abroad, while at home we have a safety margin in 
handling facilities. The Nazis are trying hard to deprive 
us of these advantages before they bear fruit, and our 
difficulties in retaining them have undoubtedly been 
increased. But if we can frustrate their attacks during 
the next few months, our ability to draw on the world’s 
resources will pave the way for ultimate victory. 





Problems of he Soasthh American 
Markets 


N any export drive by this country, the markets 
[° the Latin American countries have an import- 

ance which has been rendered still greater by the 
collapse of France and the severance of trade with the 
Continent. When the European War broke out in 
September, 1939, two main possible trends in South 
American trade presented themselves. In the first place, 
the South American countries anticipated that, as in 
the Great War of 1914-18, there would be a large 
demand from Europe for agricultural and pastoral pro- 
ducts, minerals and other exports. Conversely, the chief 
manufacturing countries, particularly Great Britain and 
the U.S.A., anticipated that they would be presented 
with the opportunity of recapturing from Germany a 
large part of the import trade in South America, because 








NID SAA oes 


28 THE BANKER 


German iia would be cut off by the British naval 
blockade. The success of Germany’s trade campaign in 
South America for some years past has been due mainly 
to the operation of the ‘‘ compensation ”’ mark, sup- 
ported by direct German Government subsidies to manu- 
facturers. Because the “ compensation ”’ system did not 
operate in Argentina, Britain throughout has remained 
the chief source of imported goods in Argentina, sup- 
ported by the uniquely reciprocal nature of Anglo- 
Argentine trade. The same was generally true in 
Uruguay. On the other hand, in most other South 
American countries, particularly Brazil, Chile and Peru, 
there had been a lamentable loss of British trade, side- 
by-side with the expansion in Germany’s penetration. 
Between the years 1932 and 1938, Britain’s share of 
import markets thus fell from 19 to Io per cent. in the 
case of Brazil, from 13 to about 9 per cent. in Chile, and 
from 17 to 8 per cent. in Peru. Over the same period, 
Germany’s share of Brazilian import trade rose from 
g to 25 per cent., of Chilean trade, from 15 to 26 per 
cent., and of Peruvian from g to 16 per cent. 

The course of events in Europe has quite altered the 
aspect of South American oversea trade as it appeared 
in September, 1939. The over-running of so many 
European countries by Germany’s armies, and the 
collateral extension of the British blockade, have prac- 
tically cut off all markets for South American products 
on the European Continent except in Great Britain. In 
the result, as conditions are at present, Great Britain and 
the United States are practically the only two important 
large markets now left open for South American products, 
of which there are ever-mounting surpluses. Conversely, 
the resultant reduction in South America’s purchasing 
power presents a problem which it is in the best interests 
of both Britain and the United States to assist in 
solving. For its part, the U.S.A. Administration is 
studying a proposed increase of the capital of the Export- 
Import Bank of Washington to $500,000,000, this in- 
creased capital to be utilized to finance trade with Latin 
America. It is probable, however, that the former plan 
for an Inter-American Corporation, linked up with the 
widespread cartel proposals for Latin American products, 
will be abandoned—at least in its more radical aspects— 
as the result mainly of Argentine objections. 
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Recent reports from Buenos Aires that the British 
Government was negotiating a loan from Argentina for 
an amount of between {5,000,000 and £40,000,000 for 
the purchase of Argentine agricultural and pastoral 
produce—analogous to the credit granted by Argentina 
to Britain and France during the last Great War. were 
subsequently authoritatively denied. At the same time, 
an indication of Britain’s attitude was given. It was 
stated that, although conversations on the wider issue of 
Argentina’s crop surpluses were admittedly being con- 
ducted in London, under no circumstances would it be 
possible for Great Britain alone to deal with so vast 
a problem, which presented difficulties of such great 
dimension from the point of view both of price and of 
shipping. It was hoped, on the other hand, that joint 
action with the United States might eventually result in 
at least a partial solution of the problem. In some 
quarters, the statement pointed out, it was suggested 
that one means might be for Britain and the U.S.A. 
each to purchase a portion of Argentina’s crop surpluses 
and store it against its release after the War, when 
presumably good use could be made of it. The view 
prevailed in London, however, that the South American 
States were showing remarkable patience and sympathy 
with British economic policy, and a strong desire was 
expressed on all sides to do all in the power of the 
authorities concerned to ease the burden that the War 
had imposed on South American economy generally. 

Faced with the problem of over-production, the South 
American countries are now looking mainly towards the 
U.S. Government as the body whose task it must chiefly 
be to devise the necessary remedies for re-organizing the 
foreign trade of the Southern Continent. Already, the 
war period has witnessed a considerable growth in exports 
to South America from the U.S.A., the latter being 
obviously assisted by geographical proximity and free- 
dom from transport and other wartime difficulties which 
beset Great Britain. At the same time, the British 
authorities are showing themselves fully aware of the 
necessity to extend British markets in South America 
in replacement of those lost on the European Continent 
and are proceeding on planned lines. This is exemplified 
not only by the British Government’s proposal to send a 
Special Trade Mission headed by Lord Willingdon to 
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South America and the decision to enlarge both the 
capital and the scope of operations of the United King- 
dom Commercial Corporation, but also by the extended 
insurance scheme of the Export Credits Guarantee Depart- 
ment and by the conclusion of Sterling Clearing Agree- 
ments with the principal countries of South America. 

With regard to the United Kingdom Commercial 
Corporation, an exceptionally strong trade mission 
has recently sailed for Argentina with the object of 
setting up an organization to facilitate the important 
trade between the United Kingdom and South America. 
To supplement the normal deliveries of British goods 
to South American markets, the President of the 
Board of Trade, acting on the recommendation of 
the Export Council, has authorized the Corporation to 
take the necessary steps to facilitate the holding in 
South America of adequate stocks of United Kingdom 
goods which South America requires. As rapidly as 
conditions permit, the United Kingdom Commercial 
Corporation will endeavour to create in other South 
American countries organizations similar to that to be 
set up in Argentina. As explained more fully in another 
article, the Corporation will not itself trade but will use 
existing trade channels and help in opening up new 
ones. It is believed that the arrangements now being 
made will lead to considerable trade expansion. At the 
same time, it must be emphasized that such expansion 
will depend primarily upon British prices being fully 
competitive and delivery contracts free from the irritating 
qualifications which have so frequently militated against 
South American orders being placed with Britain to the 
benefit of the U.S.A. The solution of price and 
delivery difficulties lies mainly with the Govern- 
mental authorities responsible for the supply of raw 
materials to the manufacturing and exporting branches 
of British industry. 

Following upon the Sterling Clearing Agreements 
signed by Britain with Argentina and Brazil, agreements 
were concluded with both Uruguay and Peru in Sep- 
tember. All these Agreements are on similar lines, 
eliminating free sterling and canalizing payments in 
official sterling to and from the countries concerned by 
means of Special Accounts opened with authorized banks 

















“SOUTH AMERICAN MARKETS 31 





in this country. An outstanding feature of the Agree- 
ments is that they tend towards trade reciprocity, that 
is, they ensure exchange cover at agreed rates to pay 
for imports of British goods to the extent that Britain 
purchases products from the Special Account Countries. 

Whilst shipments of meat from Argentina to Britain 
continue normal, and negotiations are proceeding with 
the object of securing increased British purchases, it 
must be emphasized that Argentina’s chief exports are 
normally cereals and linseed. Even in 1938 and 19309, 
which were for the most part years of exceptionally low 
prices, the combined value of shipments of these products 
represented 42 and 44 per cent., respectively, of Argen- 
tina’s total exports. Normally, the United Kingdom is 
Argentina’s best customer for agricultural products, 
followed by Holland, Belgium and Germany, but Brazil 
is the largest single buyer of wheat, whilst the U.S.A. 
takes very large quantities of linseed. It is, however, 
unnecessary for the U.S.A. to buy wheat or maize. The 
yield of the present maize crop in Argentina has been 
one of the largest in recent years and constitutes the 
major problem, aggravated by the prevailing low prices, 
and some farmers are not even troubling to shell the 
cobs. Reports of large wheat harvests in the U.S.A. and 
Canada suggest strongly that Argentina may be faced 
with yet another problem when wheat and linseed come 
on the market in November. 

Already, the loss of many European markets has 
found reflection in Argentina’s foreign trade figures, 
those for July showing one of the heaviest adverse 
balances in any single month over recent years. For the 
first seven months of 1940 the trade balance was favour- 
able to the extent of only 60,000,000 pesos, compared 
with over 200,000,000 pesos in the like period of 1939. 
Allowing for invisible import items, there is little doubt 
that Argentina now has a deficit in her international 
balance of payments. This may increase further unless 
the trading position improves, so that it may be found 
necessary to export gold to meet the deficit. The reserve 
position of the Argentine Central Bank, however, is 
exceptionally strong, the June return showing a ratio 
of gold and foreign exchange to notes in circulation of as 
high as 114-18 per cent. The ratio of notes plus sight 
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liabilities was about 78 per cent., whereas the legal 
requirement of such percentage is only 25 per cent. 
Even if Argentina should find it necessary to ship over 
the next few months bullion to the value of, say, 
200,000,000 paper pesos (in addition to the foreign ex- 
change and gold abroad already available of some 
150,000,000 paper pesos), there would still, therefore, be 
a very wide margin of reserves above those legally 
stipulated. 

Meanwhile, there is no reason to expect any change in 
the officially-controlled exchange rates, which remain at 
15°00 pesos per £ sterling for imports of prime necessity, 
and 17-00 pesos for other imports and financial services. 
As the Argentine official buying rate for export exchange 
remains at 13-50 pesos per £ sterling, there continues to 
be a wide margin of profit to the Argentine authorities. 
It must be remembered, however, that failing disposal 
of the present large maize crop, part at least of the 
exchange profits may be required to compensate for the 
Argentine Government’s purchase of the maize crop from 
the farmers at a probable loss of some {12,000,000 
sterling. 

In Uruguay, prospects with regard to the marketing 
of next season’s wool, the chief export product, which 
will begin to come on the market at the beginning of 
October, are by no means bright. Business has already 
shown an appreciable contraction, but the Government 
has made wise provisions against the economic reper- 
cussions of European hostilities, including the accumula- 
tion of a large foreign exchange reserve in gold. 
Uruguayan trade with U.S.A. has expanded considerably, 
but Britain continues to lead both on import and export 
account. 

Brazil, Colombia and the Central American “ coffee ”’ 
countries are anxiously awaiting any agreement on coffee 
import quotas into the U.S.A. (practically the only 
buying market now left open), although there are 
growing fears that the negotiations for such quotas will 
break down. In Brazil, particularly, the coffee position 
is increasingly uncertain because of the loss of European 
markets, and both exports and local prices for coffee 
are falling. This is true also of cotton, the production of 
which in recent years has shown such remarkable strides. 
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On the other hand, the supply of sterling should be 
reasonably maintained by Britain’s purchases from 
Brazil of meat, hides, timber, etc. In Colombia, the 
coffee position has resulted in increased inactivity in 
the commercial situation. Sterling cover for British 
goods is still difficult to obtain, even for essential im- 
ports. On the other hand, cover is forthcoming for goods 
of U.S.A. origin through funds provided by the recent 
credit granted to Colombia by the Export-Import Bank 
of Washington. Last year sales of British goods to Peru 
represented approximately one-third of the value of 
Peruvian products acquired by Britain. A more equit- 
able arrangement had therefore been adumbrated for 
some time past, and the negotiations for the Clearing 
Agreement now accomplished showed much evidence of 
the strong desire of the Peruvian authorities to co-operate 
with this country. The Agreement should assist in the 
disposal of the balance of the Peruvian cotton crop, 
which would otherwise have been very difficult to place 
under present conditions. The exchange arising from the 
recent British Government purchases of Chilean products 
has now dried up. While there is no change in the 
sterling and dollar rates, there is now a decided shortage 
of both these currencies. Unless further British pur- 
chases are made from Chile, therefore, delay and diffi- 
culty may be expected from time to time in covering the 
exchange value of imports into Chile from the United 
Kingdom. The same remark applies also to imports 
from the U.S.A. 

This brief review of conditions in the main South 
American countries will have indicated both the possi- 
bilities of extending British trade in these important 
markets and some of the difficulties to be overcome. 
Nor is the case for a determined export drive in these 
countries confined to the immediate exigencies of the war 
situation. It must not be overlooked that, as in the 
Great War, difficulties in obtaining or paying for im- 
ported goods would undoubtedly give a decided fillip to 
the ever-growing national manufacturing industries in 
South America, which might permanently affect the 
import demand for many lines of articles. 
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The United Kingdom Cinema’ 
Corporation 
By Paul Einzig 

()c: of the most encouraging aspects of our export 


drive recently has been the extension of the 

activities of the United Kingdom Commercial 
Corporation, which might even be said to have taken on 
a fresh lease of life. When the Corporation was estab- 
lished early this year its scope and resources were rather 
limited. It was formed with the specific purpose of 
furthering British trade with the countries of South 
Eastern Europe. Its share capital was fixed at £500,000, 
apparently the limit to which the Treasury under Lord 
Simon was prepared to go. Considering that the company 
had to deal with six countries, this meant an average 
of rather under £100,000 for each country—and this at 
a time when Germany was spending millions to increase 
her trade with those countries. Moreover, the company 
had to proceed carefully in order not to upset commer- 
cial and financial interests concerned with South Eastern 
European business. At that time the slogan “ business 
as usual ”’ still reigned supreme, and any new Government 
intervention was viewed with suspicion. 

It took some months before the United Kingdom 
Commercial Corporation began to operate, having first 
established connections in the countries concerned. By 
that time the lightning war in western Europe was in 
full swing. After the battle of Flanders and the collapse 
of France, German political influence in South Eastern 
Europe became more predominant than ever. Whereas 
the Balkan countries and even Hungary were, until 
then, hoping to emancipate themselves to some extent 
from German domination with the aid of British econo- 
mic penetration, it seemed after the events of June as 
though they would have to surrender completely to 
dictation from Berlin. It was widely believed, even in 
London, that there was no longer any point in persisting 
with the effort to build up British trade with the 
Balkans, and there was actually some talk about a 
possible impending liquidation of the United Kingdom 
Commercial Corporation. These rumours proved, fortu- 
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nately, to be without foundation. In spite of the strongly 
adverse turn of the political events, the company 
continued its efforts to gain a foothold for British trade. 

Another adverse factor which made its appearance at 
the time was the entry of Italy into the war on Germany’s 
side. This made communications between this country 
and the Balkans very difficult. Even though the Royal 
Navy controlled the Mediterranean, it could \ill afford, 
after the defection of France, to spare warships to convoy 
ships from the Balkan ports to Britain. In such circum- 
stances it would not have been surprising if the Govern- 
ment had decided to abandon the experiment which 
in any case had barely begun. It is to the credit of those 
responsible that the decision was taken to persevere. 

Defying all the major adverse circumstances, the 
United Kingdom Commercial Corporation continued to 
work in the Balkans, and succeeded in carrying through 
a substantial amount of trade. It obtained the monopoly 
of the sale of certain Empire produce to the Balkan 
countries. These products were badly needed, and the 
Balkan Governments were even prepared to incur the 
displeasure of Berlin for the sake of obtaining jute and 
other commodities of similar importance. Trade was 
conducted largely on the basis of barter, the United 
Kingdom Commercial Corporation purchasing from the 
Balkans feeding stuffsand other useful products. Owing 
to the Mediterranean situation, however, it was difficult 
to transport these goods to Britain. For the time being 
they were warehoused in Smyrna, where a depot of 
Empire products for sale in the Balkans was also created. 
The advantage of these purchases was that the goods 
concerned were diverted from Germany. Unfortunately 
this policy could not be carried through on any sub- 
stantial scale, and it was impossible to expect the United 
Kingdom Commercial Corporation to make good the 
omissions of which the Government was guilty in this 
respect. Nevertheless, it was gratifying that pre-emptive 
purchases were made even at this late hour, and even 
on a modest scale. 

For obvious reasons, the scope of the company in 
South Eastern Europe was necessarily limited. Had it 
been established before the war, or even during the 
early months of the war, it would have been able to 
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Europe became more predominant than ever. Whereas 
the Balkan countries and even Hungary were, until 
then, hoping to emancipate themselves to some extent 
from German domination with the aid of British econo- 
mic penetration, it seemed after the events of June as 
though they would have to surrender completely to 
dictation from Berlin. It was widely believed, even in 
London, that there was no longer any point in persisting 
with the effort to build up British trade with the 
Balkans, and there was actually some talk about a 
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nately, to be without foundation. In spite of the strongly 
adverse turn of the political events, the company 
continued its efforts to gain a foothold for British trade. 

Another adverse factor which made its appearance at 
the time was the entry of Italy into the war on Germany’s 
side. This made communications between this country 
and the Balkans very difficult. Even though the Royal 
Navy controlled the Mediterranean, it could ill afford, 
after the defection of France, to spare warships to convoy 
ships from the Balkan ports to Britain. In such circum- 
stances it would not have been surprising if the Govern- 
ment had decided to abandon the experiment which 
in any case had barely begun. It is to the credit of those 
responsible that the decision was taken to persevere. 

Defying all the major adverse circumstances, the 
United Kingdom Commercial Corporation continued to 
work in the Balkans, and succeeded in carrying through 
a substantial amount of trade. It obtained the monopoly 
of the sale of certain Empire produce to the Balkan 
countries. These products were badly needed, and the 
Balkan Governments were even prepared to incur the 
displeasure of Berlin for the sake of obtaining jute and 
other commodities of similar importance. Trade was 
conducted largely on the basis of barter, the United 
Kingdom Commercial Corporation purchasing from the 
Balkans feeding stuffsand other useful products. Owing 
to the Mediterranean situation, however, it was difficult 
to transport these goods to Britain. For the time being 
they were warehoused in Smyrna, where a depot of 
Empire products for sale in the Balkans was also created. 
The advantage of these purchases was that the goods 
concerned were diverted from Germany. Unfortunately 
this policy could not be carried through on any sub- 
stantial scale, and it was impossible to expect the United 
Kingdom Commercial Corporation to make good the 
omissions of which the Government was guilty in this 
respect. Nevertheless, it was gratifying that pre-emptive 
purchases were made even at this late hour, and even 
on a modest scale. 

For obvious reasons, the scope of the company in 
South Eastern Europe was necessarily limited. Had it 
been established before the war, or even during the 
early months of the war, it would have been able to 
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accomplish great things. As it was, it had to look round 
for fields of activity in other directions. While con- 
tinuing its work in South Eastern Europe within the 
limits of possibility, it has decided to foster trade with 
Latin America. With this object in view the capital has 
been increased to {1,500,000 and the Corporation has 
authority to incur losses up to this amount if necessary 
for the achievement of its aims. According to a recent 
announcement, it has established connections in the 
Argentine, and promises to become a factor of leading 
importance in Anglo-Argentine trade. Similar steps are 
contemplated in regard to trade with other Latin 
American countries. Beyond doubt, Latin America 
offers excellent scope for the activities of a company 
combining the elasticity of a private concern with the 
power and resources of a Government-controlled cor- 
poration. Latin American countries became accustomed 
to German methods of semi-barter, and even though the 
United Kingdom Commercial Corporation does not 
intend to copy these methods, its realistic methods of 
approach are likely to be welcomed by Latin American 
merchants and Governments. 

It is the Government’s intention to use the United 
Kingdom Commercial Corporation for the purpose of 
establishing depots of British goods in countries overseas. 
Even though the difficulties that induced the company 
to resort to that system in the Eastern Mediterranean do 
not exist in our relations with Latin America, the existence 
of such depots on the other side of the Atlantic would 
be beneficial in that it would enable British exporters to 
quote for delivery on fixed dates. Some months ago their 
reluctance to do this, owing to the uncertainty of the 
general situation, ené ibled German exporters to make 
the impressive if empty gesture of offering goods for 
“firm” delivery in the autumn. Since Britannia 
contrary to Nazi hopes and pretensions—still rules the 
waves and prevents Germany from shipping goods to 
Latin America, the German exporters were forced to buy 
goods in the United States in order to carry out their 
contracts. Although their bluff failed, it provided a 
useful lesson for this country. Clearly, British exporters 
must be placed in a position to quote prices for delivery 
on fixed dates. To that end the United Kingdom Com- 
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mercial Corporation is in a position to render useful 
services. Its prospects may be viewed with hope and 
its activities are expected to become an important 
landmark in the development of British foreign trade. 





War Damage and the Banks 
By J. Mead 


ITH the intensified air raids of recent weeks, 
\X/ the subject of war damage has become a ques- 
tion of primary importance to great numbers 
of people. No section of the community is more vitally 
affected by the issues concerned than the banks, whose 
interests in property—direct or indirect—amount to very 
large sums. It is, of course, impossible to give any exact 
estimate of the magnitude involved, but it must be 
remembered that in addition to advances directly secured 
upon property the banks have advanced large sums to 
industry against debentures, which, in the last analysis, 
are covered by plant and other real assets subject to 
war damage. Every banker, therefore, should have a 
clear understanding of the arrangements made to deal 
with such damage. Before this is possible, it is necessary 
to distinguish clearly between two quite separate pro- 
blems. There is first the question of immediate physical 
restoration of damaged property, and there is the quite 
independent question of how and when the cost of 
repairing damage is to be borne. 

The conditions under which immediate repairs may 
be undertaken, and their nature, are laid down in two 
distinct but parallel enactments: the Housing (Emer- 
gency Powers) Act 1939, and the Essential Buildings 
and Plant (Repair of War Damage) Act 1939, both of 
which came into operation at the outbreak of war. The 
former empowers local authorities to execute such apne 
as may be necessary to repair property after war damage 
if the lack of housing accommodation in the area makes it 
necessary to do so. These powers are purely permissive, 
not mandatory, and in the main can be exercised only 
with the consent of the Ministry of Health. Even then 
the powers of the local authority become effective only 
if the owner or other person controlling the property is 
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unable or unwilling to carry out the work himself. 
Should temporary repairs be necessary to avoid danger 
to health (for example, to obviate the risk of structural 
collapse, or to secure protection against further damage 
from weather) then the local authority has permission to 
enter the property and execute such repairs without 
first consulting the Ministry of Health. 

Action taken on the authority of the Ministry is 
subject to 14 days’ notice to the owner (or other person 
having control), but no notice need be given to effect the 
urgent temporary repairs, which may be put in hand 
at the sole discretion of local government officers. All 
local authorities in the country have made arrangements 
to ensure as far as possible that the requisite repair 
materials will be available when damage occurs. This 
organization, moreover, is backed by reserve stores in 
Governme nt depots spread over the country. The costs 
of repair work under this Act are advanced by the 
Ministry of or to local authorities free of interest 
for the period of the war, but they constitute a first 
charge Bs the pemerh affected, recorded in the Local 
Register of Land Charges. The owner’s liability under 
this charge will naturally be secured by the claim he 
will sooner or later be able to make on any compensation 
scheme which may be sponsored by the Government to 
cover the loss. 

Bankers as mortgagees will particularly note that the 
cost of repairing war damage to housing may set up 

prior charge ranking before them. W here a customer 
cannot meet the expense out of his own resources, there- 
fore, a bank may well preier to provide the cash itself 
by way of additional advance in approved cases, in order 
to retain an unqualified first claim on the mortgaged 
property. If this is done, the usual course would be to 
take a document of charge over the owner’s claim to 
compensation. Notice of the bank’s interest therein 
should accordingly be given to the local office of the 
District Valuer, who is an official of the Inland Revenue. 
The owner’s claim should be filed within 30 days after 
the damage has been sustained, but reasonable grace is 
allowed if circumstances beyond the control of the 
claimant can be pleaded. Arrangements should be made 
with the District Valuer to keep the Bank informed of 
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any procedure which might concern the Bank’s interest 
between the Inland Revenue (who are providing the 
machinery for compensation claims generally) and the 
property owner. 

The Act governing repair of essential buildings and 
plant refers to property, other than housing property, 
which in the opinion of the appropriate Minister must 
be maintained for the welfare of the civil population, 
such as a hospital or a gas works. If the Minister is 
satisfied, on the representation of a local authority or 
otherwise, that repairs to such property or plant are 
vital he may direct that the necessary money be lent 
to the person carrying on the undertaking, subject to 
the approval of the Treasury. Again, a first charge is 
conferred on the Minister or authority advancing the 
money. The Act also provides that loans for reinstate- 
ment of plant shall be secured in the case of a company 
by a floating charge created by a debenture.* In the 
case of other persons or bodies (except local authorities) 
the security will take the form of a new and special form 
of floating charge on the assets, devised for the purposes 
of this Act. Such a charge will neither be deemed a bill 
of sale nor registered as one; and it will crystallize into 
a fixed charge as and when specified conditions may 
apply. 

Assistance under this Act is restricted, both with 
regard to buildings and plant, to enterprises where the 
persons concerned are willing but financially unable to 
carry out repair work considered by the responsible 
Ministry to be essential. It follows that the Minister 
must always be satisfied that there is a deficiency of 
similar undertakings carried on for the needs of the 
civil population before he will assist in reinstating an 
enterprise which has been damaged or destroyed. The 
repercussions of these provisions on a bank which is 
already owed money by a damaged undertaking are self- 
evident. But the prejudice to the bank’s security, if 
any has been taken, and the protection of the bank’s 
interests in general are not matters for simple rules. The 








* To be drawn in such terms as the Minister may approve. No 
doubt he will take into consideration the rights of other parties, in 
each case according to its merits. 
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majority of bankers will be content to rely on their legal 
advisers in such circumstances. 

Nothing emerges more plainly from the two Acts than 
the fact that the Government has no intention of 
repairing or restoring any damaged property or plant 
(whether housing or industrial) during the war unless it is 
proved that there are no alternative premises or plant 
which could suffice for the time being. Only stop-gap 
repairs will be undertaken to prevent damaged property 
going from bad to worse unless it clearly serves the 
national war effort to commence restoration forthwith. 
Control of raw materials, through the Ministry of Supply, 
will ensure that this policy is fully effective. With 
regard to housing, in particular, no reconstruction need 
be undertaken until all the alternative housing accommo- 
dation has been requisitioned and all the potentialities 
of billeting exhausted. It is this hard fact that has not 
been put sufficiently plainly to the people. 

Turning now to the second and entirely distinct 
question of compensation for damage, we leave the 
comparatively firm ground of legal enactment and enter 
a region of official uncertainty. The Weir Conference, 
which reported to Parliament in October, 1939, failed to 
find or devise any scheme of mutual protection for 
property owners. Its conclusions were based on the 
Government view that no scheme could be acceptable 
which would promise to provide an unlimited amount 
for compensation out of public funds, a view which in 
its turn was founded on the popular belief that war 
damage under the Nazi onslaught might prove to be 
immeasurably great. With the ‘first concrete results of 
air raids before it, on the contrary, the Cabinet decided, 
as Mr. Churchill’s recent speech clearly showed, that 
the problem did not appear so great that it could not 
be met by a system of insurance.* This change of 
attitude does, however, involve a partial abandonment 
of the principle that the loss should not be left to lie 
where it happens to fall. If the burden of property 


* An attractive feature of an insurance eihenia lies in the pre- 
sumption that settlement of a claim will not be postponed till after 
the war, as the Government have hitherto recommended. Against this 
is the difficulty of providing for payment other than on a fixed, 
predetermined basis. 
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losses is to be carried by property owners alone, through 
the medium of contributory insurance, this clearly 
releases the community as a whole from the financial 
liability to provide compensation after the war which 
the Government has accepted in principle. On the 
other hand, if contributed funds should prove insuffi- 
cient for full compensation by reason of miscalculation 
of premiums, it is obvious that the balance of the burden 
would have to be shouldered by the nation as a whole. 
Those who debate the ability of the community to bear 
all or part of the burden overlook the fact that com- 
pensation after the war (whether by the issue of Govern- 
ment stock or in cash, by instalments or otherwise) is 
only part of an adjusting process whereby claims to the 
restoration of lost purchasing power (inherent in the 
ownership of property) are brought into equitable rela- 
tionship one with another and with wealth that has been 
preserved intact. 

Whether the proposed compensation arises from an 
insurance scheme or from the public purse, there are 
practical difficulties in applying it equitably as between 
mortgagors, mortgagees (including bankers) and other 
persons interested in property. In detail this problem 
has in the main been officially shelved until the ultimate 
relationship between these parties and their compen- 
sation becomes a concrete problem at some future time. 
The Landlord and Tenant (War Damage) Act, 1939, 
however, is specific in relieving all persons from their 
obligations to land owners to keep property in good 
repair, where the necessity for repair arises from, or is 
prejudiced by, war damage. Moreover, no tenant is 
bound under contract to remain in property which 
has not been fully restored after war damage, for the 
same Act enables him to disclaim his lease. 

Public misunderstanding of the war damage question, 
unfortunately shared by some sections of the ‘di aily press, 
has led to some unfounded complaints that even the 
maximum compensation to be expected after the war 
is inadequate. The Committee on the Principles of 
Assessment of Damage (the Uthwatt Committee) has 
made it abundantly clear in its Report of November last, 
that while all damage to real property must be me asured 
by reference to a pre-war standard of monetary replace- 
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ment, costs and market values, this standard does not 
itself fix the limit of ultimate compensation. Damage 
must happen at different times during the war, and 
be reinstated at different times during or after the war. 
Market values of property and costs of materials and 
labour will vary all the time and it is obvious therefore 
that assessments for compensation cannot be related to 
the date of the happening of the damage in each case. 
In consequence the common standard that has been 
adopted is the valuation of restoration costs as at 
March, 1939. In determining compensation, coefficients 
will be applied to the pre-war standard to allow for any 
intervening rise in building costs. For instance, if full 
compensation is deemed possible, repairs which would 
now cost £200 may have been assessed on the standard 
at, say, £125, and if building costs at the time of restora- 
tion are double those of March, 1939, the compensation 
would be £250. Claims now being filed are but an 
index for future guidance. 

As could only be expected, the Uthwatt Committee 
proposes a limit to restoration costs as determined by the 
diminution in market value of the property damaged or 
destroyed. This limit is particularly appropriate where 
destruction is complete and restoration cannot be con- 
templated, e.g. an historic mansion. Market value postu- 
lates a price which could be obtained by a seller willing 
to sell from a buyer willing to purchase property under 
normal open market conditions. This is a well recognized 
standard, but it clearly cannot be applied to properties, 
such as hospitals, churches and other institutions, which 
have a value limited to their particular user. The 
proprietors of many such properties, where the test of 
market value does not apply, are assisted by the banks, 
who will be extremely interested in the negotiations for 
compensation concerning them. Speculation in property 
at the expense of the State is prevented by a further 
suggestion that compensation should be restricted to the 
purchase price of property acquired since war broke out, 
if that price should be less than market value as at 
March, 1939. 

These, then, are some of the salient factors in the 
field of compensation, which Mr. Churchill is asking the 
Chancellor of the Exchequer to review with the object 
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of introducing an insurance scheme, particularly as it 
would affect the small man. For the moment, therefore, 
the banks, like all others interested in property, must 
await the findings of another Committee before their 
position will become reasonably clear. In the closing days 
of September it is already evident that one of the main 
problems of this Committee will be to provide retrospec- 
tively for those who have already suffered. The collection 
of premiums, if an insurance plan is recommended, should 
not be a difficult task and could be grafted on to the 
existing fire insurance machinery or on the collection of 
Schedule ‘“‘A’”’ taxation. But the calculation of the total 
amount likely to be required is likely to set the assessors 
an unenviable task. 


Matters of Law 
By Maurice Megrah 


THE COLLECTING BANKER—AN IMPORTANT DECISION. 


RECENT decision of the House of Lords settled 
A an important point regarding the collection of 
cheques—that a collecting banker’s defence to a 
claim by a true owner for conversion of a cheque are now 
limited to (a) the banker’s having collected in good 
faith and without negligence within the meaning of s. 82 
of the Bills of Exchange Act, 1882 and (b) to the true 
owner’s having recovered from some other party. Prior 
to this decision it was thought that when a plaintiff who 
had been wrongfully deprived of moneys chose to “ waive 
the tort’ as it was called, he could not later bring an 
action in tort, either against the tortfeasor or any other 
party to the transaction, such as a collecting banker. 
How different were the views on this matter can be 
seen from the reports of the Court of Appeal and House 
of Lords decisions in United Australia, Ltd. v. Barclays 
Bank, Ltd. ({1939] 1 All E.R. 676 and [1940] 4 All E.R. 
20). In the Court of Appeal, Clauson, L.J. said: “ The 
claim for money lent involved the position that there 
had never been any tort at all, but that the cheque . 
had been properly passed ... by way of loan. The 
claim for money had and received did, however, involve 
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the position that there had been a tortious acquisition 
of the money . . . but also involved a waiver of the tort 
and an election to claim against the defendants in 
assumpsit—that is, on the footing of a quasi-contractual 
liability to refund ’’; and “ we can find nothing in the 
judgments delivered in this Court to intimate that an 
election manifested by the issue of a writ is ineffective 
unless the proceedings go on to judgment ”’; and again, 
“We should feel a greater difficulty if it were the law 
that a plaintiff whose servant has acted without 
authority can when it suits him use the King’s Courts 
to attack a third party on the footing that the servant 
acted within his authority, and, when this attack seems 
likely to be unproductive, can turn round and come back 
to the King’s Courts to attack a fourth party (whose 
liability arises, be it observed, only if the servant acted 
without authority) on the ground, namely, the want of 
authority in the servant—which in his previous attack 
he had deliberately elected not merely to abandon 
but to contradict.” 

The Court had supported the decision of Goddard, J., 
but the House of Lords found ample support in earlier 
cases for differing. The facts are simple. Lower 
Ancobra (Gold Coast) Areas, Ltd. paid a debt to United 
Australia, Ltd. by means of a cheque for £1,900. Emons, 
the secretary of the appellant company, endorsed the 
cheque on behalf of the company specially to M.F.G. 
Trust, Ltd., of which he was a director. He had no 
authority to do so. In fact, the appellant company had 
at the time no knowledge either of the cheque or the 
transfer. The cheque was collected for the Trust by 
Barclays Bank, who (it now appears for the first time) 
knew of Emons’ connection with the two companies, but 
who made no enquiries. The appellant company had 
earlier brought an action against the Trust for money 
lent, but it did not succeed in recovering; and had 
submitted a proof in the liquidation of the Trust, which 
proof was never admitted. For the bank it was contended 
that such action and proof constituted an election to 
waive the tort and that there could thus be no later 
action on it, against the Trust or anyone else, themselves 
included. If the tort were waived, the action of Emons 
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in endorsing over to the Trust was ratified by the 
appellant company, who could not then dispute the 
Trust’s title to the cheque; and, consequently, Barclays 
collected for someone who had a good title—the Trust 
were in fact the true owners of the cheque. The House 
of Lords, however, found that the earlier proceedings 
against the Trust did not amount toa waiver of the tort, 
that proceedings in tort and assumpsit could both be 
taken until satisfaction was obtained; that the bank’s 
tort was quite separate from that of the Trust and 
actionable in itself, unless satisfaction were already 
obtained from the Trust. This presumably gives the 
quietus to the view that there must be an election to sue 
either in tort or quasi-contract. 

To bankers, the interesting defence was that of s. 82 
of the Bills of Exchange Act, 1882. Could the bank 
have pleaded successfully that it had collected without 
negligence? To judge from the remarks of the law 
lords, it could hardly have done so. The Lord Chancellor, 
Viscount Simon, said : ‘‘ The respondent bank knew that 
Emons, besides being secretary of the appellant company, 
was director of M.F.G., but, without making any 
inquiries, the bank collected the proceeds of the cheque 
and placed them to the credit of M.F.G.’s account.” 
In the words of Lord Atkin: “ The teller not unnaturally 
referred the matter to the manager, indorsing the 
paying-slip to that effect. In these days, every bank 
clerk sees the red light when a company’s cheque is 
indorsed by a company’s official into an account which 
is not the company’s. The manager, however, made no 
inquiries . . . Though the bank pleaded the provisions 
of the Bills of Exchange, 1882, which by s. 82 protects 
them if they receive payment of a crossed cheque in 
good faith and without negligence, they called no 
evidence and that section passes out of the case.”” And 
again, “‘I see no kind of injustice in the present result, 
which enables the plaintiffs to recover a sum of money 
which, but for the want of ordinary care on the part of 
the bank officials, they would probably never have 
lost.”’ 

Lord Thankerton concurred, as did also Lord Romer. 
Lord Porter said : ‘“‘ The respondent’s cashier appears to 
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have had some doubts as to paying a cheque drawn in 
favour of one company to the account of another, and it 
seems that they had information which should have 
indicated to them that Emons was interested in both 
companies. In these circumstances, the cashier referred 
the cheque to the manager, but the manager made no 
inquiries. It is common ground that Emons had no 
authority to deal with the cheque as he did, and that 
both M.F.G. Trust, Ltd. and the bank were at that stage 
guilty of its conversion, unless the bank were protected 
by the Bills of Exchange Act, 1882, s. 82, together with 
the Bills of Exchange (Crossed Cheques) Act, 1906. By 
their defence, the bank relied upon the provisions of 
these Acts, but, as the onus was upon them to prove 
that they had acted in good faith and without negligence, 
and as they called no evidence, no reliance could be 
placed by them on this plea.”’ 

The writer has often in these pages deprecated the 
tendency of the Courts to enlarge the burden of proof 
required of banks pleading s. 82 of the Bills of Exchange 
Act, 1882. The force is admitted of decisions which 
insist on inquiries being made in cases in which the 
fiduciary relationship of the possible tortfeasor to the 
true owner of cheques is clear or even likely, but those 
decisions which, in the absence of such evidence, go 
merely to destroy the character of transferability in a 
negotiable instrument are on far less adequate ground. 
It is especially to be hoped that Lord Atkin’s reference 
to the red light is not to be taken to mean what Lord 
Justice Goddard has suggested, in this case and else- 
where, that it is unwise, if not negligent, for a banker to 
collect a cheque payable to a company for any account 
other than that of the company. In the face of such 
determined assault as has been made, banks can hardly 
be blamed for issuing instructions designed to avoid 
difficulty in the future, as foreshowed by the dicta of the 
judges. None the less, it is a pity that they have not all 
set their faces resolutely against complete retreat. The 
risk could not have been too serious. Is there any 
good reason for interpreting s. 82 differently in 1940 
from the way in which it was construed in 1882 or even 
in 1920? 
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A Disputed Point in War Risks Insurance 

Before the outbreak of war in September, 1939, goods 
were shipped from, say, Germany to various parts of the 
world and had not reached their destinations before the 
war began. The voyages were never completed, the 
cargoes being diverted to ports in countries friendly to 
Germany or back to Germany itself. The shipments 
were financed, either directly or by way of pledge, from 
this country and the goods were insured in Germany, 
but with English companies acting either alone or in 
collaboration with German companies, against marine 
and war risk. The English bankers cannot recover their 
money and cannot obtain possession of the goods. What 
is more serious, their claims against the underwriters of 
the war risk insurance are repudiated. 

In taking this course the insurers appear to be 
content that they are under no liability. Section 50 (2) 
of the Marine Insurance Act, 1906 is as follows : 

‘““ Where a marine policy has been assigned so as 
to pass a beneficial interest in such policy, the 
assignee of the policy is entitled to sue thereon in 
his own name; and the defendant is entitled to make 
any defence arising out of the contract which he 
would have been entitled to make if the action had 
been brought in the name of the person by or on 
behalf of whom the policy was effected.”’ 

Sub-section (3) says: “‘A marine policy may be 
assigned by indorsement thereon or in other customary 
manner.’ 

It is argued that sub-s. (2) completely frees the 
underwriters from liability, in view of the operation of 
emergency legislation. There is no question of their 
being liable to the assured, the German shippers; there- 
fore there can be no liability to assignees. 

It is not clear that the matter has been considered 
by the banks as a whole, but the following argument 
has been heard. Where the transaction has _ been 
financed in England, the holders of the documents have 
an insurable interest. An event has occurred which is 
one of the eventualities insured against. The argument 
brings in also the question of the ownership of the goods, 
when the property passes, and the meaning of the policies 








48 THE BANKER 


being drawn in favour of the “ holder of this policy.” 
An assignment of interest in the goods insured under 
the policy does not necessarily mean the assignment of 
interest in the policy itself (s. 15); but in the circum- 
stances of this case there can be no doubt of the implied 
agreement to assign the latter interest. The ownership 
of the goods would seem, therefore, to be irrelevant. 
Anyhow, it is on the basis of an assignment of the interest 
in the policy that the insurers seem to state their case. 

There seems little doubt that in taking the documents 
of title to goods by way either of pledge or direct pay- 
ment, the banke ‘r acquires the ownership of the goods or, 
at le ast, an insurable interest (Marine Insurance Act, 
1906, ss. 3 (2) (4) and 5); and where a policy of marine 
insurance forms part of the documents, it is delivered to 
the banker as an assignee—in the case under discussion, 
by delivery. It is thus suggested that s. 50 would 
seem to be effective to prevent the banker from recover- 
ing. But is this not a misinterpretation of the section ? 
The wording is that the defendant is entitled to make 
any defence arising out of the contract which he would 
have been entitled to make if the action had been brought 
in the name of the person by or on behalf of whom the 
policy was effected. The defence under discussion does 
not so arise, for it emerges from something external to 
the contract—the state of war between this country and 
Germany. The very wording of the section indicates 
that what it intends is that the assignee of a marine 
insurance policy shall take subject to such equities as 
can be pleaded by the assignor, deriving from the terms 
and conditions of the contract into which the two have 
entered. Moreover, is not the loss which has_ been 
suffered one which is expressly insured against? It is 
submitted that the words “ arising out of the contract ’ 
emphasize that the assignment of the policy has the 
same significance as any other assignment, that where, 
by virtue of the contract which is the subject of the 
assignment, one party to that contract has rights against 
the other, he does not lose those rights merely becouse 
that other transfers his benefit in the contract to a 
third party. 

Whatever the answer may be to this question, the 
position of the banker would seem to be beyond doubt 





MATTERS OF LAW 49 








where he acquired the deconiniee prior to the outbreak 
of war. In that event, he had acquired an interest in 
the policy which would be incontestable in the event of 
the happening of any one of the events visualised in the 
policy. In other words, he had a potential right of 
claim under the policy which crystallized into a definitive 
one as soon as the war broke out, and which became an 
active claim as soon as the loss occurred. On this last 
point, it has been contended for the insurers that where the 
goods have, through being landed in a port in a country 
favourable to Germany or in Germany itself, come 
again under the control of the shippers, there has been 
no loss to the parties who effected the insurance. This 
view seems to ignore the rights which may be acquired 
through the assignment of a policy of insurance. The 
shippers the reby g gain no property in the goods; apart 
from the war, they would be liable in conversion. 

In business, the ethics of a case, as between contestants 
of the same business community, is not the deciding 
factor; it is the legal position which counts. Yet there 
can be little doubt ‘th: it the underwriters would have had 
to pay in ordinary circumstances and it is not in our 
best traditions to plead a mere technicality. At any 
rate, a ruling that the underwriters are under no liability 
certainly makes it difficult for the banks to finance 
foreign trade. 


Depositors’ Claims: Against Bank 
or Branch? 
By A. V. Barber 


HE German occupation of France and the Channel 
Islands provided the first severe test of the scheme 
for duplicating essential records which the banks 

put into operation at the beginning of the war. Many 
persons found themselves unable to produce bare evidence 
of the existence of an account in their names, much less 
proof of the amount due to them by a local branch in an 
occupied area. Had it not been for the precautions taken 
it might have been impossible for many depositors to 
establish their claims to their balances without means of 
proving to the head offices what was due to them as 
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recorded in a branch in an occupied area. In fact, 
however, a minimum of inconvenience was caused. 
Customers were enabled to ascertain their balances and 
to draw on them without delay. So smoothly did the 
system work that, so it is understood, the banks concerned 
were able to reproduce all the accounts in their branches 
in occupied areas. In the case of one bank a balance 
is understood to have been struck within a difference of 
{2 only. Customers and banks were spared inconvenience 
and odium which would have been caused had the banks 
been compelled to protect themselves against unproven 
contractual claims. Similarly, where branch banks have 
suffered damage in air-raids, customers’ accounts have 
been reconstructed with great promptitude and efficiency. 

The various uncertainties arising out of the war, 
however, have made the precise legal nature of a 
depositor’s claim on his bank a matter of practical 
concern for the first time in many years. 

On this, the case of Maude v. Commissioners of Inland 
Revenue, tried in the High Court of Justice (King’s Bench 
Division) before Mr. Justice Wrottesley last February, is 
of considerable interest. ‘The primary relation of ba anker 
and customer is, of course, that of debtor and creditor, 
the respective position being determined by the existing 
state of the account. Nevertheless a bank’s liability to 
repay a customer's credit balance is local and not binding 
upon the head office or another branch, in the absence 
of an express agreement to that effect. Were the 
banker’s obligation to recognize a balance at any office 
of his bank, branch banking, as the law recognizes, would 
be impracticable. 

When a cheque drawn upon one branch is cashed at 
another, by arrangement or otherwise, the branch at 
which it is cashed is not acting in the capacity of banker 
to the drawer. Each branch is separately an agency of its 
bank, and although banks are legal entities, a branch, for 
certain special purposes such as this 1s recognized also as 
an entity, or distinct trading body. This is ‘illustrated by 
sect. 49, clause 2, of the Bills of Exchange Act, which 
provides that ‘‘ Notice of dishonour may be given by an 
agent either in his own name or in the name of any party 
entitled to give notice, whether that party be his principal 
or not.”’ To be distinguished from this is the position in 
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which the customer’s contractual relationship is with the 
bank as a whole. The branch is an agency for the entire 
bank which may be sued by a customer for what is due 
to him. Banks publish their balance sheets to attract 
business and customers rely by implication upon their 
deposits being secured upon the advertised assets of the 
bank. 

The general principle may be summed up by saying 
that the customer’s claim on a particular branch is that 
of a creditor on his debtor, but that his claim on the bank 
as a whole is contractual. This distinction was tacitly 
recognized in the case of Maude v. Commissioners of 
Inland Revenue. The appellant, a British subject resident 
in Guernsey, paid interest on an overdraft at the Guernsey 
branch of the bank having its head office in London 
(National Provincial Bank). Her income liable to income 
tax in the United Kingdom exceeded the amount of the 
interest, and it was all paid into the Guernsey branch of 
the bank. At its head office in London the bank was 
assessed for income tax upon profits which include the 
profits of its branches. The appellant claimed relief under 
the Income Tax Act, 1918, s. 36 (1), in respect of the sum 
paid as interest. It was contended on behalf of the 
respondents that the interest was payable only in 
Guernsey, and so was not payable in the United Kingdom 
within the meaning of section 36 (1). It was held that 
in the absence of any special arrangement to the contrary, 
the appellant could have insisted on paying interest to 
the bank at its head office in London. The interest was 
in that sense “‘ payable in the United Kingdom ”’ and the 
appellant was entitled to the relief claimed. 

In his judgment, Mr. Justice Wrottesley held that a 
bank with its head office, in this case, in London, lives 
in London or wherever its head office is, but by arrange- 
ment with branch managers, payments may be made 
locally. His decision was based upon the absence of 
such an arrangement and the consequent right of a 
customer to pay what is due to a bank at its head office. 
Per contra it would seem to follow that a customer is 
entitled to draw upon his balance at the bank’s head 
office. Upon this point, however, the judgment of Lord 
Robson in the case of Rex v. Lovitt was cited as follows :— 
“ Although branch banks are agencies of one principal 
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firm, it is well settled that for certain purposes of banking 
business they may be regarded as distinct trading 
bodies. Thus, it was held in Woodland v. Fear (2) that 
the obligation of a bank to pay the cheques of a customer 
rested primarily on the branch at which he kept his 
account, and that the bank in that case had rightfully 
refused to cash the cheque at another branch.” More- 
over, it was recognized that “ officials at one branch do 
not know the state of a man’s account at another branch.” 

The problem of geographical transfer of funds, which 
tends to be obscured by the normal efficiency of clearing 
arrangements of the banking system and consequently 
to be overlooked in normal times, has an important 
bearing upon ubiquity of depositors’ claims. This was 
recognized by Mr. Justice Rowlatt in his decision in the 
case of Clare & Co. v. Dresdner Bank (4) although an 
international transaction was there concerned. ‘“‘ Money 
has a different value in different parts of the world.” 
More pertinently to the case of internal branch banking 
he held that: “asa rule a debtor has to seek out his credi- 
tor and pay him; but in the case of a bank with several 
branches, that cannot be the true relation of the parties.” 
Commenting upon this Mr. Justice Wrottesley observed 
that “‘ for the customer of the bank to have the right to 
walk into a branch of the bank and then and there 
demand payment, was obviously quite impossible and 
absurd; and a thing which no Court could possibly infer 
from the relationship between them.” 

Legal thought comes near to a recognition of the fact 
that it is only by organization involving cost that a 
claim in one locality can be made available at another. 
The contractual, as distinct from the debtor—creditor, 
relationship is inherent in the transfer process, whether 
the transfer be internal or overseas. 

In the case of banks trading overseas this position 
is recognized more readily, though transfer cost may be 
obscured in the rate of conversion of foreign exchange. 
But it is satisfactory to be able to conclude with the 
gratifying comment that claims to the sterling equivalent 
of foreign currencies by British resident customers of 
British banks trading in foreign countries have met with 
as little difficulty as those of British customers in the 
Channel Islands, irrespective of the purely legal position. 
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Finance of Co-ordination in the 
Gas Industry 


By Colin Graham 


N the long history of commercial enterprise in this 
] country there has been no period which has not been 
marked by the continual process of change and 
development. Alterations in the form and direction of 
commerce have at the same time entailed the evolution 
of new or revised ways of building the financial structure 
required to accommodate new types of trading. ‘The 
most obvious instance in the post-1918 era has been the 
striking advance of hire-purchase selling of durable 
goods, which brought in its train the specialized service 
provided by hire purchase finance companies.* Progress 
in housing has been reflected in the startling expansion 
of the building society movement. A less well known 
but almost equally striking example of development is 
provided by the gas industry, where the pressure of 
competition from electricity has brought marked changes 
in organization and finance. 

Great Britain’s gas industry is on a large scale, 
supplying about 11 million consumers and estimated to 
employ capital assets of some £200 million, invested over 
the past century. To the lay mind, one of the most. 
striking features of the industry in these days of trustifi- 
cation is the large number of independent undertakings 
involved, which until recently was about 1,250. This 
only reflects the fact that the industry grew up in local 
units, each producing gas separately for its own 
immediate area, irrespective of optimum size. Actually 
it would not have been possible to begin the undertakings 
with strict regard for economy of operation on the pro- 
duction side, for the limiting factor in growth is the 
great expense of distribution through mains over a 
distance. Furthermore the optimum producing unit 
itself is generally believed to have an output as low as 
I million therms per annum. Beyond this point, at any 
rate, economies in manufacture are very slight. On the 
other hand the spread of output among the under- 





* This subject was dealt with in THE BANKER for June, 1940. 
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takings is very uneven. Less than 200 units account for 
go per cent. of the total output, while the remaining 
10 per cent. is distributed over more than 1,000 other 
concerns—and many of these operate below the 
optimum. 

Quite clearly, the question of reducing costs of gas pro- 
duction to meet the competition of other services would 
lead naturally to amalgamation among the smaller units 
to gain the economies of unification. Holding companies 
have accordingly been promoted for the purpose of 
acquiring control of gas undertakings and to establish 
between them co-operation in administration and 
finance. The plain advantages of co-ordination are bulk 
buying of coal, standardization of equipment and appli- 
ances, together with pooled technical resources and 
training. No attempt seems to have been made on any 
appreciable scale to gain control of sources of raw 
material supply. On the purely financial side, holding 
companies should be able to ensure that their constituent 
bodies get finance without being forced to negotiate 
banking facilities, or the local raising of capital, and at 
cheaper rates. A table setting out the capital structure 
of the more prominent concerns will be found on p. 55. 
Their growth in recent years has been rapid. Over the 
period shownofroughlyfour years, the combined capital 
and loan capital has increased from £93 million to nearly 
£20 million. The table illustrates the extent of assistance 
given to subsidiary companies, which in addition benefit 
in certain instances by the guarantees of the parent com- 
panies. For various reasons the merits of unified 
management are greatest where the principle of amal- 
gamation on a strictly regional basis is followed, e.g. the 
Devon Gas Association, whose interests are almost 
entirely situated in the County of Devonshire. Quite a 
different form of development in the industry is the 
collection of coke oven gas for distribution by trunk 
mains, eliminating localized production in the area 
supplied. Such a system was first applied successfully 
in the Ruhr and elsewhere. Pumping of supplies from a 
cheap source is possible up to, say, 100 miles, but a 
closely knit and steady industrial and domestic demand 
is desirable to justify adoption of the scheme. To 
develop a “ Gas Grid” naturally calls for large resources, 
which could not be found by the ordinary gas concerns. 





A AT 








"FINANCE OF GAS INDUSTRY 55 


The Sheffield Gas Company have operated one since 
1934 and another was quite recently completed by the 


West Yorkshire Distribution Company, 


largely spon- 


sored by the United Kingdom Gas Corporation. 























Bank Invest- | Lent to 
Company and date | Paid up Loan | oh ates | ments in | subsidiary 
registered Capital* Capital ’ ‘ || subsidiary |Companies 
| Advances || Hh, 
| || Companies Tt 
| | | 
United Kingdom | 
Gas Corporation, | 
Ltd. :— 
1935 4 31-12-35 | 1,235,420 | 400,000 Nil 1,441,131 2,560 
. 31.12.39 | 3,5 5f; 429 | 1,143,540 | 500,441 5,077, 1035 119,348 
South-Eastern Gas | 
Sg aaa j } 
Ltd. 
1932 31.3.36 | 2,151,684 | 600,000 | 52,374 2,852,027 43,349 
31.340 | 4,55 17,583 | 950,000 | 329,257 || 5,836,508 247,110 
Assoc nied Gas & | | 
Water** Under- | 
takings, Ltd. :— } 
31.3-36 | 563,685 Nil 132,125 705,132 | 12,348 
1933 . | = har J 
| 31.3-40 | 2,329,799 750,000 Nil 2,940,899 126,976 
British Gas Light 
Co., Ltd. :— | 
4 12.35 | 1,305,000 | 1,192,417 81,000 $445,010 273,058 
857 31.12.39 | 1,500,000 | 1,442,417 137,000 $489,231 379,112 
Seve rm V alle y Gas 
Corporation, | 
Ltd. :— 
" 31.3.36 910,208 Nil 56,000 966,536 | 20,078 
134 31.3 al 1,382,971 | Nil III,720 || 1,489,782 10,473 
Gas Cons slidation, 
Ltd. :— | 
31.5.36 500,000 Nil 7,000 §323,100 52,905 
1934 31.5.40 771,213 300,000 34,500 $898,862 | 82,690 
: ; ; ‘ , 
South - Western | | | 
Gas & Water** | | 
+f deagameaaeat } | 
Ltd. : | | | 
1934 31.3-35 | 507,72 150,000 | Nil 540,128 | 18,584 
I.12.39 651,002 | 260,000 | 54,727 734,945 | 62 148 
! 
2,342,417 | 328,499 || 7,273,064 | 422,942 


TOTALS 


* Reserves are relatively sliglit. 
t Allowing for contra loans, if any. 


4,845,963 | 


1,167,045 


17,467,262 | 1,027,857 


¢ Plus directly-owned gas undertakings {1,883,437 (1935), £2,173,993 (1939). 


§ Plus interest in Severn Valley Co., £113,406 (1936). 


** The water interests are only minor. 


E* 2 
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Gas Lge oreage 9 are, generally speaking, regulated 
by the Gas Acts, of which the Gas Works Clauses Act, 
= fa prescribes the form of publication of the annual 
accounts. All the expenses of building and equipping a 
gas works, including its mains, up to the stage when they 
become able to earn revenue, are capitalized and appear 
in the capital account. Only the balance of overspent or 
underspent capital is carried to the balance sheet. The 
initial capital of any concern (i.e. its construction costs) 
will include loan capital, which is a very usual feature 
of all gas financing. Fresh expenditure on maintenance, 
renewals, etc., is charged to revenue, although a propor- 
tion of any reconstruction expenses incurred may be 
charged to capital if some extension of the service is 
involved. In theory, at least, this system ensures that 
the value of the permanent assets is kept in line with 
ome book figure. Actually, a large part of the establish- 
meant costs of many gas concerns was incurred so many 
years ago that the book value of the undertaking may 
have no close relationship to replacement costs to-day. 
Reserve funds normally arise only by charging to 
revenue account the excess profits that would be dis- 
tributable among ordinary shareholders but for the 
restriction of dividends, which are controlled under the 
Gas Acts. Dividends can only vary within certain 
limits and gas is supplied at standard prices; it is pro- 
vided that prices may be raised or reduced above or 
below standard, subject to a reduction or increase in 
the dividend on ordinary capital to a specified extent. 
One result of this sliding scale arrangement is that the 
purchase consideration for the equity stock of gas con- 
cerns has a tendency to become merely the capitalized 
value of the earning power of such stock. As in all such 
commercial purchases, that earning power is measured 
relative to the risk of its being curtailed in any partic- 
ular case, and having regard to any accumulated 
reserves which might cover a temporary setback in 
revenue. In the gas industry the risks are limited. 

As will be seen from the table, the banks have 
played an important part in the finance of this industry. 
A banker lends on a temporary basis to individual 
gas companies only in anticipation of seasonal receipts, 
or against the prospect of more loan capital being raised 
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to provide repayment. No realizable security can 
usually be taken since the fixed assets are more often 
than not unavailable, and marketable securities are 
lacking though shares in subsidaries may be offered. 
The incidence of the Capital Issues Regulation must 
clearly curtail fresh lending in this category. 

Such, then, is in broad outlines the financial struc- 
ture of individual units. It needs no demonstration that 
goodwill enters extensively into any question of acquir- 
ing a chain of subsidiary undertakings. ‘The table in- 
dicates that all but one of the companies shown have 
been recently formed for the special purpose of 
acquiring producing units. Nevertheless, a gas under- 
taking itself is equally at liberty to perform this 
function under the Gas Undertakings Act of 1932—the 
British Gas Light Co., is an example of an old estab- 
lished company which has spread its wings in the last 
decade. Between them, the seven tabulated concerns 
now own or control about 240 gas enterprises in the 
United Kingdom, the majority of them selected from 
the 1,000 smaller producing units. Centralized control 
of local gas works has thus still a very long way to go; 
and although for the time being progress has been 
stopped by the war, there is little doubt it will be re- 
sumed and will continue until a very widespread 
measure of co-ordination has been achieved. The hand- 
ful of gigantic concerns, such as the Gas Light and Coke 
Co., who together are responsible for about 50 per cent. 
of the total gas output are hardly likely to be brought 
directly into any combination. But the interlocking of 
directorates already apparent may be accentuated. 

The finance of co-ordination in this industry has 
followed the simple and familiar technique of an 
offer of shares in the parent concern in exchange for 
the equity stock of the local unit, with an option to take 
cash instead.* It follows that a substantial call on cash 
is often essential, both for this purpose and in some 
cases to supply development funds to local units 
which have been found to justify modernization or 
extension. The table suggests that the issue of deben- 
tures has assisted in satisfying this need, together 





* The preference interests held are believed to be relatively small. 
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with recourse to bank and other borrowing on a fair 
scale. Loan capital in the industry raised by the hold- 
ing companies has for the most part been placed at 33 
per cent. The debentures are, of course, secured on the 
assets, that is, interests in subsidiary undertakings which, 
as will be seen from the table, constitute the bulk of 
the assets, and indirectly owned undertakings. The 
rate of interest reflects public confidence in a prior 
charge on the equity income of the holding companies. 
The strength of this confidence becomes still more note- 
worthy when it is remembered that the revenue of the 
constituent units, which provides their parent com- 
panies with dividends, is in very many cases charged 
first of all with interest on their own local loan capital. 

That the expansion of the holding companies has 
followed sound lines is confirmed by the support they 
have attracted from the banks. The table shows that 
bank assistance is frequently sought. But this is a usual 
feature of company finance in an expansionist phase 
and the banks have been performing a proper function 
in lending temporarily pending the ultimate provision 
of more permanent capital. Unfortunately the larger 
loans still outstanding must, in consequence of the 
restrictions on capital issues, necessarily be regarded as 
almost completely frozen until permission is obtained 
from the authorities to raise money from the public. 
From the nature of the business of selling gas at prices 
subject to legislative direction and in competition with 
alternative sources of heating and lighting it follows 
that the surplus revenue of the holding companies can 
of itself scarcely be expected to provide for rapid repay- 
ment of their loans, so long as disbursements for normal 
dividends are maintained. The banks have always 
been aware of this, and the fact only serves to illustrate 
the confidence they feel as lenders that co-ordination in 
the gas industry must prove a correct and successful 
policy, well deserving their ready support. 





ce 


Puladion Senbion in War Tine 
A REVIEW of Palestine banking during the first year 


of the war must distinguish between two periods : 

that before and that after Italy’s entry into the 
war. The first period opened with a run on the banks, 
particularly by small depositors, following the announce- 
ment of the German-Russian non-aggression pact, and 
the increasing tension over Danzig. In consequence, 
August 27 and 29 were declared bank holidays, but after 
this respite foreign banks were permitted to re-open 
unconditionally while local banks were restricted, for a 
fortnight from reopening, to paying out only I5 per cent. 
of the deposits. Though most of the local banks would 
have been able to meet all demands, these restrictions 
were imposed on all local banks to avoid pointing directly 
at the weaker ones. 

On the expiration of the fortnight, all banks, with 
the exception of the Ashrai Bank and the Bnei Benjamin 
Bank the Arab Bank and the Arab Agricultural Bank 
were authorized to continue business, while the German 
Bank der Tempelgesellschaft, being enemy property, was 
ordered on September 12 to be wound up. These banks, 
as well as a small co-operative society, were granted a 
further fortnight’s respite, after which the liquidation of 
the Bnei Benjamin Bank was ordered while the other 
banks obtained another extension. In October the 
Kind Solomon Bank obtained a month’s moratorium 
with a subsequent winding-up order, to be followed in 
May by the winding up of the Belgo-Palestine Bank. 
The number of local banks has thus been reduced to 30 in 
June, 1940, against 78 in 1935, when the new Banking 
Legislation was introduced. 

Though the quick intervention of Government helped 
considerably to calm the public excitement, it is asserted 
that confidence would have been restored much more 
quickly without the restrictions on payment. The 
present trend of continuous though slow transfer of 
deposits from local banks to foreign banks, particularly 
Barclays (D.C. & O.), is claimed to bea direct consequence 
of these measures, and is likely in time to eliminate a 
larger number of the smaller banks. 

During the bank holiday and thereafter, the larger 
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banks, and particularly the Anglo-Palestine Bank, went far 
to help the smaller banks. Barclays (D.C. & O.), though 
banker to the Government, was prevented by its structure 
from maintaining and re-organizing a satisfactory credit 
supply to the country’s economy. The lack of a central 
bank or re-discount institution was thus badly felt. 
This became even more evident, when, after the spreading 
of the war to the Mediterranean, deposits were again 
withdrawn and currency hoarded, with the result that 
the banks were forced to curtail credit in order to protect 
their liquidity. The problem of liquidity has always 
been one of the outstanding problems of the Palestinian 
banker. Particularly since the run in August, 1935, banks 
have always had to take special care to have sufficient 
liquid funds on hand to meet a sudden withdrawal of 
deposits. The problem is the more acute because demand 
deposits, as shown in the table below, form 75-80 per 
cent. of the total deposits. The wisdom of this policy 
was proved during the days of Munich and Prague, and 
again, at the beginning of the war, when in spite of the 
difficulties experie need by a limited number of institu- 
tions the banking structure of the country escaped 
unimpaired. The necessity of keeping large liquid funds, 
on the other hand, is one—though not the only—factor 
responsible for the high cost of credit in this country. 
Liquid funds can be kept with the larger banks in or 
outside Palestine or may be partly invested in gilt-edged 
securities. The interest on the former is practically nil, 
while the fall in gilt-edged securities, which usually 
accompanies a run on the banks, eats up all possible 
earnings thereon and sometimes even causes losses. 
For this reason a large part of the assets of Palestinian 
banks—about 35 per cent.—earn little or no profits. 
RATIOS 
Liquid assets Demand depts. 
as % of deposits as % of total 


June, 1939 .. ‘a i ie 63°3 Z 7 
September, 1939 .. sd ‘is 82°6 6:6 
December, 1939 .. - ‘ 78°8 fo. 5 
March, 1940 sg - wa 68-7 83°3 
May, 1940 es ‘a - 80-0 81-6 


Banks abroad are in a more favourable position in 
this respect. Banks in Britain have Treasury Bills in 


— 
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which they can invest their daily funds. The question 
arises whether it would not be possible to create in 
Palestine a similar security which would enable the 
banks to invest their liquid funds profitably and safely. 
For example a 3 per cent. 10 years’ bond of the Palestine 
Government, for a total of two-three million pounds 
might be considered, subscription to which would be 
open only to Palestinian banks. The Palestine 
Currency Board could be authorized to lend, if required, 
against such bonds. Though it is against the tradition 
of British currency boards “to invest in the territory in 
which they operate, there should be nothing against 
such short term lending, as different from investment, 
on the part of the Currency Board. Such a loan would 
provide the Palestine Government with funds to be 
employed productively in interest-earning loans, par- 
ticularly in the present difficult times. It would equally 
enable the banks to employ their liquid funds usefully 
and, in due course, to reduce the cost of credit in this 
country by approximately one per cent. By assuming 
the economic function of a Central Bank, the Currency 
Board would be able to de-sterilize considerable funds 
and thus help to finance sound expansions. 


Bank Currency in Total 
Deposits Circulation Money 
(£P.000) (£P.000) (£P.000) 
June, m639. .. ea = 20,174 6,466 26,641 
Septe mber, 19 39 a3 rae 15,532 10,655 26,187 
De scember, 1939 a aon 16,199 8,526 24,724 
March, 1940 .. + gos 17,782 8,542 26,323 
April, 1940... ar ne 17,949 8,637 26,586 
May, 1Ig40__... 4 ag 16,199 10,502 26,701 
June, 1940... a bs -~ 11,662 -- 
Total Credits Outstanding 

(£P.000) 

March, 1939 or ae ive 14,170 

April, 1939 ics se a 13,915 

May, 1939 aa ans ae 13,854 

June, 1939 ia oc as 13,854 

September, 1939 ma aa 13,941 

December, 1939. - ‘i ‘is 13,849 

March, 1940 aa a zie 13,387 

April, 1940 be ss a 13,238 

May, 1940 , 13,008 


After contracting by (P. 4h  million—from their peak 
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of £P. 20 million in June, 1939—during the first war weeks, 
deposits gradually recovered to £P. 18 million in April, 1940. 

A fresh decline followed Italy’s entry into the war, and 
credits, which in April were only £P. 700,000 below the 
corresponding pre-war level, since appear to have been 
cut down considerably. The actual credit volume of the 
country, however, decreased much more than the figures 
suggest. In fact, a severe deflation had taken place 
since the outbreak of the war. Foreign suppliers of raw 
materials, machinery and other commodities, previously 
over-anxious to do business and willing to sell on liberal 
credit, began to insist on cash on deliv ery terms, which 
put a severe strain on the meagre working capital of the 
local manufacturer and importer. These, in turn, had 
to insist on cash payments from retailers who were pre- 
viously accustomed to most extensive credit. Similarly 
the public, which had been accustomed to regard its 
grocer as its banker (as often in young countries), used 
up its small cash resources in laying in reserve supplies, 
thus exhausting its purchasing power for some time 
ahead. The small man was particularly hit by this 
contraction in credit, particularly as his banker—the 
credit society—suffered more severely from the with- 
drawal of deposits than did the banks, as will be seen 
from the table below. 


Banks Co-ops. Total 
(£P.000) (£P.000) (£P.000) 

June, 1939 —C- = aa 18,434 1,741 20,174 
September, 1939 ia ‘<2 14,235 1,296 15,532 
December, 1939 ois i 15,053 1,146 16,199 
March, 1940 .. a“ 16,672 I,I10 17,949 
Decrease over pe riod a g°6% 36°3% 10°5% 


It will be seen that while bank deposits gradually 
recovered after the first shock (though apparently this 
masked a transfer from small to large banks) deposits 
with the co-operative credit societies dropped continu- 
ously, and by March, 1940, had fallen more than 36 per 
cent., as compared with a decrease of less than Io per cent. 
in the case of the banks. Some of the stronger and older 
established credit societies have been helped by the 
Anglo-Palestine Bank. But the credit societies with 
£P. 1,924,832 outstanding in credits in March, 1940, 
(£P. 2,182,496 in June, 1939) against capital and reserves 
of £P. 560,443 and deposits of only £P. 1,109,897—which, 





PALESTINE BANKING 63 





moreover, showed a tendency to decrease still further— 
had practically ceased to grant credits and were rather 
engaged in a slow liquidation process. 

The plight of the small man is further illustrated by 
the following figures which indicate his partial elimination 
from the clientele of the banks :— 


BANKS 
March, March, 
1939 1940 Decrease 
Total No. of Customers Se 77,543 63,621 13,922 
Customers liable up _ to 
£P.100 o ~» 64,297 52,529 11,748 
Customers liable from £P. 100- 
£P.500 a vr 9,130 7,423 1,707 


Considering that the clientele of the credit societies 
in March, 1940, numbered 60,944 members, one can easily 
visualize how wide a sector of the population has been 
affected by credit restrictions. This sector included 
primarily, as shown in the table below, distribution 
trades and professional and private individuals. Credits 
to industry also decreased slightly, but as credits to 
wholesale merchants also went indirectly to industry, 
the actual decrease is proportionately larger. 

The increase in loans to agriculture shown by the 
next table is largely explained by a delay in the liquida- 
tion of seasonal advances, while those to financial 
concerns indicate the increased assistance which the 
larger banks had to render to smaller credit institutions. 

BANK ADVANCES 
March, March, 
1939 1940 Increase Decrease 





(£P.000) (£P.000) (£P.000) (£P.000) 


Wholesale merchants .. 1,687 1,391 296 
Retail merchants ; 552 358 — 194 
Professionals and Priv ate 

Individuals .. ws 1,452 947 — 505 
Construction .. 406 348 — 79 
Municipalities and Pul slic 

Utilities a aa 492 501 9 — 
Agriculture a4 is 2,698 3,015 327 — 
Industry se 1,419 1,405 — 15 
Financial Concerns - 785 1,198 413 — 
Miscellaneous .. 3 2,518 2,293 — 224 


—_-__————— 


Total ‘a -» 112,994 11,450 — 544 


Se eeeEnneenneemnanennmes a 
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Certain measures were taken by the Jewish Agency 
and other organizations to relieve the ensuing credit- 
hunger of the manufacturer and small artisan and trader 
by setting up special credit and guarantee funds, operated 
by existing credit institutions. In view of the limited 
resources available, however, these were unfortunately 
not commensurate with the actual demand. The process 
of deflation might under different circumstances have 
had a salutary effect. Coinciding with a dislocation of 
an economy largely dependent on the export of citrus 
fruit and on the immigration of men and means, it soon 
resulted in unemployment and distress. The situation 
was somewhat relieved by certain large-scale construction 
work by Government and H.M.F., which later also 
employed local industries to a modest extent. 

The war opened up some new export markets for 
Palestinian industry. To exploit these opportunities, 
however, a continuous supply of raw materials is 
essential. The Anglo-Palestine Bank, in conjunction, 
on the one hand, with the Palestine Industrial Bank 
and the Jewish Agency, and with the Palestine Cor- 
poration, Ltd., on the other, granted credits to manu- 
facturers for storing raw materials. Such credits, 
naturally, are limited and cannot take the place of the 
purchases of the Ministry of Supply in England, nor of 
the ample credit facilities open to British manufacturers. 
It appears that only Government intervention could 
remedy the position radically. Hitherto Government 
has intervened only in favour of the citrus industry by 
partly guaranteeing the seasonal advances of £P. 500,000, 
which the Anglo-Palestine Bank, Agricultural Mortgage Co. 
and Barclays (D.C. & O.) agreed to grant to citrus growers 
to enable the latter to carry their plantations through the 
present emergency. Another £P. 100,000 was set aside 
by Government in July for loans to farmers for buying 
fertilizers, irrigation equipment and other requirements 
in order to increase the production of foodstuffs. Another 
field in which Government is likely to intervene soon is 
the purchase and storing of essential commodities, and 
it is hoped that similar steps will be taken with regard 
to agricultural and industrial raw materials. On the 
outbreak of war, of course, exchange regulations on the 
British model were introduced restricting the purchase, 


were 
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sale, loan and export of foreign currency, gold and 
securities, and providing for their acquisition by the 
High Commissioner. Barclays Bank (D.C. & O.) was 
appointed the sole authorized dealer in gold and foreign 
currency, and one of its local managers Controller of 
Foreign Exchange. The working of these Regulations, 
naturally, caused some hardship. Exporters, for instance, 
complained because they were charged ? per cent. of 
the amount of the foreign exchange surrendered, and 
were sometimes compelled, in order to get the business, 
to sell against sterling, giving the foreign buyer a profit 
in the difference between the official sterling rate and 
the rate of exchange of that currency in the free currency 
markets. Under the charges in force the exporter paid 
three times as much on his exchange turnover as the 
importer (who charged only { per cent.). 

With regard to the surrendering of gold, a differen- 
tiation appears to have been made between the “ primi- 
tive”’ section of the population whose trade is largely 
carried on in gold, and the “ developed ”’ section of the 
community which had to “pay the price for being 
civilized’ by surrendering its gold reserves. In addition, 
the cost of insurance for the transport to U.K. of the 
surrendered foreign currency or gold was charged to the 
(unvoluntary) seller. The original appointment of one 
bank only as authorized dealers in currency also aroused 
some criticism, with the result that the Anglo-Palestine 
Bank, Ltd., and Ottoman Bank, Ltd., were later on also 
authorized to deal in foreign currencies up to £P. 400 
for each individual transaction. The restrictions imposed 
on the dealing in currency and securities, as well as the 
reduced credit business have, naturally, detrimentally 
affected the earning capacity of the banks. This, as well 
as the unsatisfied demand for credit, in turn increased 
the cost of credit to its old legal maximum of g per cent. 
The hope that the liquidation of foreign holdings would 
stimulate investment in local securities has been some- 
what disappointed. Simultaneously with the London 
Stock Exchange, the Tel Aviv Securities Exchange closed 
for a short time, and minimum prices were introduced on 
basis of the quotations at the end of August. When, 
after a few weeks, free dealings were permitted again, 
securities dropped a few points, but then recovered tem- 
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porarily. To strengthen the market for its debentures, 
the General Mortgage Bank has permitted the premature 
repayment of its mortgages by accepting 60 per cent. of 
the amount due in debentures at par. A considerable 
amount of debentures seems to have been redeemed in 
this way. New mortgages, however, are most difficult 
to obtain, as investors to-day are hesitant to enter any 
long-term commitment, unless covered by a gold or 
dollar clause. 

Investments in new ventures were rather restricted, 
owing to the limited capital imports.* Nevertheless, to 
sum up, it may be said that, after eight months of rela- 
tively normal conditions, during which Palestine had 
somewhat recovered from the first shock of war, the 
country has again suffered considerable economic dis- 
location which will probably be overcome only by greatly 
extended Government intervention in the economic field. 


International Banking Keview 


FRANCE 


7 NHE German military authorities in occupied France 
have now warned the French public that refusal 
to accept reichsmark notes in payment for pur- 

chases made by Germans renders them liable to punish- 

ment by Court-martial. This drastic step was con- 
sidered necessary because of the growing reluctance of 
the French people to take reichsmarks in payment. 

Immediately after the conquest these notes were taken 

willingly, because it was assumed that within a short 

time the German conquest would be complete. Since it 
is now evident that Germany is unable to conquer Britain 
the French public anticipates a prolonged war, and there 
is a growing belief in the eventual defeat of Germany. 

Consequently the French public has become reluctant to 

accept reichsmark notes, whose depreciation and de- 

monetisation is now considered to be a mere question of 
time. 





* Jewish investments in industry, agriculture, construction 
transport and land between September, 1939, and March, 1940, are 
estimated at {£P.1,800,000, as compared with {P.4,000,000 in 1938 
and {P.5,000,000 in 1937. 
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HOLLAND 

In Holland, the German authorities have carried out 
a devaluation of the guilder. This policy was adopted 
also in other countries where the reichsmark rate, which 
was already fixed very much in Germany’s favour at the 
time of occupation, was further adjusted in favour of 
the reichsmark once the German occupation had raised 
prices in the territory concerned. In Holland, the 
original exchange rate was 66 cents per reichsmark, but 
it has now been fixed at 75 cents. This arrangement 
enables Germany to continue to buy Dutch goods at an 
abnormally cheap price in spite of the rise in guilder 
prices. 

BELGIUM 

In Belgium, arrangements for the establishment of a 
new Central Bank have been completed. The new bank 
will work in close conjunction with the National Bank of 
Belgium, but will be entirely under German control. Its 
board and management has to be approved, and can be 
dismissed, by the German military authorities. The 
official explanation for the establishment of the new bank 
is that the National Bank’s foreign assets have been 
blocked abroad. Since the new bank starts without any 
metallic cover at all—unless claims against Germany are 
regarded as such—there seems to be little object in 
creating a new bank for that reason. Another explana- 
tion is that, owing to the export of the bulk of the Belgian 
notes by Belgian refugees, it is necessary to put into 
circulation new notes. Since, however, the National 
Bank is in possession of the printing facilities for its 
notes, this explanation also sounds unconvincing. 


SWEDEN 
An agreement providing for a credit of Kr. 150,000,000 
to Soviet Russia was signed in September. The credit 
is for five years and bears interest at 44 per cent. Its 
object is to enable the Soviet Government to place 
orders for equipment in Sweden. From the Swedish 
point of view, this was considered necessary owing to the 
loss of Sweden’s overseas markets as a result of the 
strategic and geographical situation. From a Russian 
point of view, the inadequate deliveries under the Russo- 
German trade pact and the decline of trade with Britain 
made the arrangement desirable. 
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During July the gold reserve of the Riksbank declined 
by Kr. 109 million to Kr. 725 million. On the other 
hand, the foreign exchange reserve increased by Kr. 142 
million to Kr. 578 million. The note circulation declined 
somewhat, and at the end of July was covered by gold 
and foreign exchange to the extent of go per cent. 


Books 


COMMERCIAL BANKS AND CONSUMER INSTALMENT CREDIT. 
By JoHn M. CHAPMAN AND ASSOCIATES. (National 
(Bureau of Economic Research. Price $3.00.) 


In this volume the National Bureau of Economic 
Research have produced a most thorough study of the 
part played by U.S. banking interests in support of 
instalment buying. Indeed, the exhaustive investigation 
which has been possible in the United States will fill the 
British student of the subject with envy, for its indis- 
pensable basis is the remarkable co-operation displayed 
by banks and sales finance companies alike. In response 
to the most intimate questionnaires, these have bared 
not only the flesh and blood but even the very bones of 
their business for dissection by the Bureau. Such 
candour is inconceivable in a country such as ours in 
which all information as to financial strategy and actual 
experience 1s with minor exceptions confined strictly to 
the private ledgers of the institutions concerned. Direct 
comparison with our own hire purchase structure is 
therefore impossible at many points, but some striking 
contrasts emerge. For instance, at the peak of the 
American hire-purchase boom in 1937 bank loans fur- 
nished no more than 34 per cent. of the total funds of a 
sample group of time-sales finance companies, which is 
very moderate by comparison with the peak figure in 
this country of some 60 per cent. lent in the same way to 
the leading companies at the outbreak of war. On the 
other hand, the banks in America not only provide part 
of the cash required by such companies, but also engage 
directly in competition with them through “ personal 
loan ’’ departments, which in the last decade have been 
opened and intensively developed to grant consumer's 
credit facilities to all comers. This movement towards 
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direct consumer financing is attributed to the search for 
an outlet for bank funds yielding higher returns than are 
now obtainable in other fields. But although banks 
have thus secured some 5 to 10 per cent. of all time-sales 
finance, this involves no prejudice to their liquid position, 
since only about 2 per cent. of their total earning assets 
is involved. Broad conclusions are not overlooked in 
this book but it will appeal more particularly to those 
who can absorb masses of detailed analysis. It testifies 
equally to American banking initiative and to American 


enterprise in the field of economic research. 
J. M. 


BUILDING SOCIETIES YEAR Book, 1940. Edited by GEORGE 
E. FRANEY. (Franey & Co., Ltd. Price tos. 6d. 
net. Post free Is.) 


Tuts standard work of reference appears this year 
reduced in size for reasons of paper economy. Care has 
been taken, however, to preserve all the features essential 
to a book of reference. The Year Book opens with an 
informed commentary on the activities of the movement 
in the past twelve months. While withdrawals have, of 
course, been above normal, it is pointed out that defaults 
in repayment of loans have been gratifyingly small. The 
societies are able confidently to face the future with total 
assets of £773 million and reserve funds of £44 million. 
The Year Book lists all the building societies of the 
British Isles in alphabetical order, together with their 
chief officers and current balance sheet summaries. In 
addition to other statistical information, full particulars 
are given of the Building Societies Association and the 
various District Associations. 


Appointments & Ketirements 
The British Linen Bank 

The death is announced with regret of Mr. A. M. 
Porteous, joint agent at Coldstream branch. This branch 
is now under the charge of the remaining joint agents, 
Mr. R. M. Davidson and Mr. D. Lockhart Elder. 

Mr. William A. Gordon, teller at Anderston branch, 
Glasgow, has been appointed agent at that branch on 
the death of Mr. James Gebbie. 
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Commonwealth Bank of Australia 

Mr. Clive McPherson, chairman of the Australian 
Wheat Board, has been appointed to the board of the 
Commonwealth Bank of Australia in succession to 
Mr. A. F. Bell. 


Dawnay, Day & Co. 
The directors have announced that Lt.-Gen. Sir G. 
Sidney Clive has joined the board. 


Lloyds Bank 

Mr. R. T. M. Cope, Mr. H. O. P. Hammond and 
Mr. H. C. Jones, from Lloyds and National Provincial 
Foreign Bank, Ltd., Antwerp, Monte Carlo and Paris 
respectively, have been appointed inspectors in the 
Chief Inspector’s Department, Head Office. 

At Aldwych branch, W.C., Mr. G. Carlé, from Old 
Street, E.C., has been appointed manager on the death 
of Mr. R. B. Norman, M.C. Mr. A. Irving, hitherto an 
inspector, has been appointed manager of Old Street 
branch, E.C. (also Shoreditch). 

On the death of Mr. J. S. Menzies, Mr. W. P. Spargo, 
hitherto clerk-in-charge, has been appointed manager of 
Tidworth (also Ludgershall) branch. 


National Bank of Scotland 

The death is announced with regret of Mr. J. Wallace 
Lyon, joint agent at Berwick-on-Tweed branch. He is 
succeeded by Mr. John N. Connel, accountant at Edin- 
burgh West End branch, who has been appointed joint 
agent in association with Mr. A. H. Southron. 


Union Bank of Scotland 

Mr. James G. Paterson, accountant at Ayr branch, 
has retired. Mr. Andrew C. Smith, now accountant, 
formerly at Charing Cross branch, Glasgow, has been 
authorized to sign official documents ‘‘ pro agent.” 

Mr. Gordon C. Livingstone, accountant at Charing 
Cross branch, Glasgow, has been authorized to sign 
official documents “‘ pro agent ” at that branch in place 
of Mr. Smith. 
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